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This . volume presents the draft 
plan-frame of 17 March 1955 which 
provided a convenient starting point 
for the formulation of India’s Second 
Five Year Plan. It is a product of 
co-operative: effort and is based oa 
studies of planning conducted in 
the Indian Statistical Institute in 
collaboration with the Economic 
Division of the Planning Commis- 
sion, the Economic Division of the 
Finance Ministry, and the Central 
Statistical Organization. It lays down 
the logical and factual basis of the 
recommendations for the formula- 
tion of the Second Five Year 
Plan and sets up a conceptual 
frame-work for practical purposes. 
The basic approach of the plan- 
f framers is best stated in their own 
words: “Our aim is to solve the 
problem of poverty, that is, to find 
a feasible method of bringing about 
a continuing economic development 
\ in the country. It would be neces- 
| sary to use much scientific and 
technical knowledge and also to 
organize continuing research at vari- 
| ous levels for the purpose. But 
| research is not our primary objec- 
tive ; the aim is to-solye our parti- 
cular problem,” 
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PREFACE 


° 

This paper was originaly written to explain the“ logical and 
factual basis of the recommendations for the formulation of the 
Second Five Year Plan which was submitted to Shri Jawaharlal 
Nehru, Prime Minister of India, on 17 March 1955. The paper was 
„published in Sankhyā : The Indian Journal of Statistics, Vol. 16, 
1955. The paper is now published in a book form with some 
editing changes to make it more easily available to persons 
interested in economic planning in India. 


29 June 1963 P. C. ‘Mahalanobis 
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CHAPTER 1 
RECENT DEVELOPMENTS IN PLANNING 


1. The Draft Plan-frame of 17 March 1955 giving Recommen- 
dations for the Formulation of the Second Five Year Plan of India 
(to be referred to subsequently as the Plan-frame) together with 
extracts from the associated working paper of 21 Marcle 1955 pre- 
pared jointly by the Economic Division of the Ministry of Finance, 
and the Economic Division of the Planning Commission in consul- 
tation with the Central Statistical Organization and the Indian 
Statistical Institute, and a memorandum giving “Basie Considera- 
tions Relating to the Plan-frame” prepared on 10 April 1955 by 
the Panel of Economists of the Planning Commission are being 
reproduced as appendices by the courtesy of the Planning 
Commission. 

2. The Plan-frame was addressed to plan-making organisations 
of the country, and contains only such information as was likely 
to be useful for preparing plan projects. For readers who are 
not in direct touch with planning in India the mode of presentation 
of the Plan-frame is not adequate. Any approach to planning 
which involves social action has to be judged in its historical 
context. I shall therefore try to explain briefly my own approach 
to the problem; the circumstances in which the Plan-frame was 
drafted; and its logical and statistical basis. T shall discuss in 
a separate paper what would be the implications of the present 
approach on the future course of planning in India. I have used 
a personal form of narration because the views expressed in this 
paper are my own and are not necessarily shared by other persons 
or agencies with which I am connected. Š 


STATISTICAL DEVELOPMENTS 


3. During the greater part of my working life I have been a 
teacher of physics; but in the early twenties I started using statis- 
tical methods to solve problems mostly of practical importance 
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put also sometimes of theoretical interest. My statistical work 
increased considerably since the establishment of the Indian 
Statistical Institute in 1931-32. At the desire of Prime Minister 
Jawaharlal Nehru, I started working as the Honorary Statistical 
Adviser to the Cabinet, Government of India, from February 1949. 
In the same year I agreed somewhat reluctantly to become dhe 
Chairman of the National Income Committee with Professor D. R. 
Gadgil and Dr. V. K. R. V. Rao as members. My colleagues did 
a great service in laying sound foundations for national income 
statistics and making a thorough review of the gaps in statistical 
information in India. In this country many of these gaps can 
be filled only through the method of sampling, and it was a signi- 
ficant advance when the Government of India decided to initiate 
the National Sample Survey (NSS) which is operating continually 
since 1950 in the form of about two complete “rounds” per year 
covering both rural and urban areas of the whole country. ‘The 
field staff works under the direct control of the Ministry of 
Finance ; and the statistical work (sample design, processing and 
analysis of data) is done in the Indian Statistical Institute. The 
NSS can supply much information required for planning. 

4. A Central Statistical Unit had been started in February 
1949 and was converted into the Central Statistical Organization 
(CSO) two years later. It is now a pivotal agency for general 
coordination and the development of comparable concepts, defi- 
nitions, and standards on a country-wide basis. The CSO works 
in close touch with the statistical offices in the Central Ministries 
as well as with the Statistical Bureaus in the various States of 
India. Rapid developments have also taken place in the Indian 
Statistical Institute (ISI), a non-profit scientific institution, which 
works in close association with Government. The CSO, the NSS, 
and the Institute provide a good statistical base for technical work 
relating to planning. ' 


Tae PLANNING COMMISSION 


5. The Prime Minister had been keenly interested in. planning 
for a very long tíme. Tt was because of this personal interest that 
he Was appointed Chairman of the National Planning Committee 
which was set up by the Indian National Congress Party in 1938. 
This Planning Committee published a number of valuable reports 


most of which, however, became out of date after the war. The 


Planni ‘agi i 
anning Commission, with the Prime Minister as Chairman, was 


jess 
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established in 1950. It prepared the First Five Year Plan of India 
for the period 1951-52 to 1955-56; and is now actively engaged 


in preparing the Second Five Year Plan. 
6. As Statistical Adviser I have been connected with the 


. Planning Commission from the beginning. My contact with 


Gévernment made me increasingly aware of the poverty of the 
great masses of people, and the inadequacy of the techniques of 
production. It has been always my view that statistics is 
an applied science and its chief object is to help in solving practical 
problems. Poverty is the most basic problem of the country; 
and statistics must help in solving this problem. 


Some EARLIER Work 


7. Texpressed my views of this period in my presidential address 
entitled “Why Statistics ?” to the Indian Science Céngress held 
in Poona in 1950. In this paper I used a ratio of the value of pro- 
duct to the capital invested to make preliminary calculations about 
industrial development; this ratio was subsequently found useful 
in studies on planning. When the First Five Year Plan was being 
finalised in 1951 T stressed that a progressive and integrated econo- 
mic policy, rather than a reliance on a number of useful but un- 
connected projects or on some parametric marginal rate of saving, 
would be necessary to achieve a high rate of growth. In 1952, 
in a lecture delivered at the National Institute of Sciences of India, 
I put forward certain views on planning; and pointed out that 
it was necessary to increase the rate of investment from 5 or 6 per 
cent to 10 or 11 per cent. In a second paper published in Sankhya 
in 1953, I elaborated these views, and used a model of growth for 
a planned economy to which reference is made in a later section. 

8. Two young colleagues had started working with me from 
the very beginning. Pitambar Pant, who like me started life as 
a teacher of physics, has been generally helping me since 1946. 
He was appointed Private Secretary to the Chairman, Planning 
Commission, in 1952, and has been actively assisting me in the 
planning work since then; he is now Deputy Secretary in the Plan- 
ning Commission. Moni Mukherjee, originally a statistician in 
the Indian Statistical Institute, who had worked as Secretary, 
National Income Committee from 194) to 1953 and is now in charge 
of the National Income Unit in the CSO, has been closely associated 
with my work. We went on thinking on our own lines, and I 
took advantage of my visits abroad to have discussions with 
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distinguished economists and statisticians. Gradually other workers 
have joined our group among whom I should like particularly to 
mention I. G. Patel (of the Economic Division, Ministry of 
Finance), a young economist, who made significant contributions 
to our thinking especially on the financial side. 


THE ArPROACH OF OPERATIONAL RESEARCH TO PLANNING 


9. I have been all the time using the approach of operational 
research with a view to getting some broad idea of the strategy of 
planning. In December 1953 I told Shri Chintaman D. Deshmukh 
(Minister of Finance and Member of the Planning Commission 
in charge of its Economic Division) that a small organized group 
would be useful. He immediately agreed and sanctioned funds 
to enable an Operational Research Unit (ORU) being established 
in the Indian Statistical Institute which made it possible to start 
some preliminary studies on planning. The ORU also gave us 
the opportunity to invite distinguished foreign economists and 
specialists to come to India for short visits to participate in our 
work. The visit of Professor Charles Bettelheim of Paris (Editor 
of Planification) in the winter season of 1953-54 was particularly 
stimulating and helpful. ; 

10. I may explain why I have been using the phrase ‘opera- 
tional research’ in relation to planning in India. Our aim is to 
solve the problem of poverty, that is, to find a feasible method 
of bringing about a continuing economic development of the 
country. It would be necessary to use much scientific and techni- 
cal knowledge and also to organize continuing research at various 
levels for this purpose. But research is not our primary objective; 
the aim is to solve our particular problem. When a practising 
physician gives medical treatment to a patient he uses much scien- 
tific knowledge and may even do some research, but his chief aim 
is to cure the patient. His observations or experiments on the 
patient may add to medical knowledge but the treatment given 
is not primarily for purposes of research. The distinction is impor- 
tant. In my view our studies also have the primary aim of solving 
a particular problem (and not of doing any theoretical research 
for its own sake). This is why I have used the phrase operational 
research in the present connexion. We are speaking of India and 
Suggesting methods which we think are practicable under Indian 
conditions. I shall be naturally glad if our work is of help to any 
other country: But it has not been our intention to formulate 
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any general theory which would be universally applicable to other 
countries. 

11. I have tried to set up a conceptual frame-work which 
would be of help for practical purposes ; and I have used certain 
statistical methods to solve our problem. I do not think that 
thé models have any permanent value of their own. I have used 
them as scaffolding to be dismantled as soon as their purpose has 
been served. There is, of course, much need of theoretical think- 
ing and researches; but so far we have been primarily concerned 
with practical issues, that is, with operational (as distinguished 
from theoretical) research. 


FORMULATION OF THE PROBLEM BY THE PLANNING COMMISSION : 
SEPTEMBER 1954 o 


12. On 14 September 1954 there was a full discussion in the 
Planning Commission, under the Chairmanship of the Prime Minis- 
ter, on the basic approach to the formulation of the Second Five 
Year Plan which was due to begin in 1956-57. At the end of the 
discussion the Finance Minister asked : “Ts it possible to prepare 
a Plan which would enable unemployment being liquidated in 
10 years and which would also provide for a satisfactory increase 
in national income at the same time?” This was the problem 
set to us. 

13. One important decision was taken by the Planning 
Commission at the same meeting, namely, that the Central Statis- 
tical Organization (CSO) should be responsible for the statistical 
work of the Planning Commission ; and that the CSO in collabora- 
tion with the Indian Statistical Institute (ISI) should immediately 
take up studies relating to planning. I had another discussion 
with the Prime Minister on 17 September 1954 about the basic 
approach to the Second Plan ; and, at his desire, gave him next 
day a brief note on this subject. He asked me to prepare working 
papers on the lines of our discussions. 


INAUGURATION OF STUDIES ON PLANNING : NOVEMBER 1954 


14. Prime Minister Jawaharlal Nehru inaugurated studies 
relating to planning for national development in the Indian Statis- 
tical Institute in Calcutta on 3 November 1954. On 8 November 
1954 I submitted to the Prime Minister a general note on planning 
(which was later circulated as Working Paper No. 1 of the Tnstitute 
seriesonplanning); andat his desire Texplained my views at a meeting 
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of the National Development Council (which consists of the Central 
Cabinet, the Planning Commission and the Chief Ministers of all 
the States of India) held in New Delhi on 10 November 1954. From 
about this time, the Finance Minister made arrangements by which 
Shri J. J. Anjaria (Chief, Economic Division, Planning Commission) 
and Shri I. &. Patel (Economic Division of the Ministry of Finaiice) 
pecame closely associated with our work. A number of study 
groups were quickly organized in the Indian Statistical Institute 
and a large number of Working Papers were prepared and were 
circulated in mimeographed form; some of them are being printed. 

15. On 20 and 21 December 1954, the Lok Sabha (the Indian 
Parliament) discussed the economic situation in India and at the 
end of a long debate adopted a motion that the “objective of our 
economic jiolicy should be a socialistic pattern of society and to- 
wards this end the tempo of economic activity in general and indus- 
trial development in particular should be stepped up to the maxi- 
mum possible extent.” One month later, the Prime Minister raised 
the question of the basic approach to planning in India at the 
annual session of the Indian National Congress Party at Avadi 
where a resolution was passed on 21 January 1955 accepting a 
socialistic pattern of society suited to Indian conditions as the 
aim of national planning in India. These decisions settled, in 
principle, the type of economic development of India in future. 

16. The Standing Committee of the National Development 
Council which had met on 7 January 1955 and had agreed that 
a unified programme should be prepared for the formulation of 
the Second Five Year Plan, met again on 27 January and decided 
that a Draft Plan-frame containing recommendations for the for- 
mulation of the Second Five Year Plan should be got ready by 
April 1955. This was followed by several weeks of work at very 
high pressure by a small group of economists and statisticians 
in the Economic Division of the Ministry of Finance, the Economic 
Division of the Planning Commission, the Central Statistical Orga- 
nization and the Indian Statistical Institute. 

y ER a ae Se that in the winter season of 1954-55 
PEE a aes ed Statisticians and economists came to 
mi A orent countries of the world. Among those 
Protoss RE qa economic planning may be mentioned 
Poland, Professor Charl : pa 1 O et 
Goodwin. fr wes Bettelheim of France, Dr. Richard 
win from the University. of Cambridge, and Academicia: 
; n 
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D. D. Degtyar of the Soviet Gosplan at the head of a Soviet team 
of economists and statisticians (Professor I. Y. Pisarev, Dr. M. I. p 
Rubinstein and Professor P. M. Moskvin) from the USSR Academy 
of Sciences. We profited much from our discussions with these 
distinguished experts. They helped us to think clearly; they 
made constructive criticisms about the logical basis of our think- 
ing ; and they placed at out disposal their own rich experience ; 
but, naturally, they refrained from giving any specific advice on 
questions of policy. The greatest benefit was that through. con- 
tacts with such eminent experts from many different countries 
we gained confidence in our way of thinking. The basic decisions 
naturally had to be taken by the small group of Indian statisticians 
and economists who were working on the Plan-frame. 

18. I should also mention that a Panel of Economists had been 
set up in January 1955 by the Planning Commission with Shri 
C. D. Deshmukh as Chairman, Professor D. R. Gadgil as Vice- 
Chairman and twenty leading economists of India, as members. 
This Panel met for the first time on 27 and 28 January 1955; and 
started preparing working papers on a number of subjects relating 


to planning. 


Tue DRAFT PLAN-FRAME OF 17 Marcu 1955 AND ÅSSOOIATED 
PAPERS 


19. TIsubmitted the Draft Plan-frame on 17 March 1955. There 
was much joint thinking and joint work behind it, and the Draft 
Plan-frame was truly a cooperative effort although it was issued 
inmyname. The associated working paper giving detailed techni- 
cal information was submitted on 21 March 1955 and the two 
papers were sent to the Panel of Economists and were considered 
by the Panel on 8, 9 and 10 April 1955. The Panel prepared a 
memorandum on “Basic considerations relating to the Plan-frame”’ 
in which they (with the exception of one member) agreed with the 
basic approach of the Plan-frame and approved generally its pro- 
posals and underlying principles. The strong support of the Panel 
of Economists at this stage was of decisive importance. 

20, The Draft Plan-frame, the Joint Working Paper, and the 
Memorandum by the Panel of Economists were considered on 5 
May 1955 by the Standing Committee of the National Development 
Council and on 6 May by the Council itself which gave general 
approval to the approach adopted in these papers and desired that 
the Draft Plan-frame should be used as the basis for discussions 
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between the Planning Commission and the Central Ministries and 

"State Governments for the formulation of the Second Plan. It 
was decided to release all the papers for public information. The 
approach of the Plan-frame and associated papers was subsequently 
approved at the meeting of the All-India Congress Committee held 
at Berhampore on 10 May 1955. > 

21. On tne publication of the Draft Plan-frame there was much 
discussion in the newspapers and at public and group meetings. 
There, was opposition from certain quarters but public opinion 
appeared to be generally in favour. The subject was again con- 
sidered by the National Development Council on 24 July 1955 
and it was decided that the physical targets of the Plan-frame 
should be maintained even if this involved an increase in the finan- 
cial outlay. After further public discussions the Draft Plan-frame 
and associeted papers were examined by the All-India Congress 
Committee on 3 and 4 September 1955, and the basic approach 
and targets were again generally approved. The proposals were 
approved generally for the third time by the National Development 
Council on 5 September 1955. 

22. I should like to point out, at this stage, that I had called 
the document of 17 March 1955 a “draft of a draft”. My intention 
was that it would bə revised and issued as a draft in the form of 
a document of the Planning Commission. This, however, was 
not done ; and the Plan-frame was issued in my name in its original 
form. Its only aim was to supply a convenient starting point 
for planning within a flexible but connected frame-work. 


— Gas ig 
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CHAPTER 2 


PRESENT CONDITIONS IN INDIA Ri 


. 


° 

1. India is a vast subcontinent with 12 Major language groups! 
and 9 major religious faiths.2 The country lies between latitudes 
8° and 37° north and longitudes 66°20’ to 97° east, measuring about 
2000 miles from north to south and 1700 miles from east to west 
with a land area of about 1.27 million square miles or 811 million 
acres. The Tropic of Cancer roughly divides the country into two 
halves. India has a land frontier of about 8200 miles and 
a coast-line of about 3500 miles. Measured by the extent of 
territory, India is the seventh largest country in the world ; and is 
approximately thirteen times as large as the United Kingdom and 
eight times as large as Japan. The Union of India comprises 14 
States (including the State of Jammu and Kashmir) and 
centrally administered territories. 

2. The average annual rainfall in India is about 42 inches. But 
the distribution is very unequal, some areas getting abundant 
rainfall while some others getting not more than two or three inches 
per annum. West Bengal, Assam and the coastal strip towards 
the west of the western ghats get more than 80 inches of rainfall 
per year and the rest of the area of the country with the exception 


of desert regions of Rajasthan and Punjab gets varying rainfall 


ranging between 20 and 80 inches. Indian climate is markedly 
affected by monsoons, the South West monsoon being instrumen- 
tal for 85 per cent of rainfall in the country. The temperature 
has little extremes except in the north where it ranges from 4°40 
to 46°.1C. The rest of the country is generally hot. ` Calcutta 
has a mean annual temperature of 26°.10 with a range from 10°C 
to 29°40. The mean temperature for Madras and Bombay are 
respectively 26°.7C but the annual ranges are of the order of ten 
degrees. The country has two important crop seasons, kharif 


See Sha ions (1951 census) of persons speaking: Hindi (105.64), Urdu 
(ag ta cant (3.16), Telegu (33.00), Marathi (27.05), Tamil (26.55), Bongali 
(25.12), Gujrati (16.31), Kannada (14.47), Malayalam (13.38), Oriya (13.15), and 
Assamese (4.99). Three ee languages have special recognition : Punjabi (0.27), 
one 5 krit. 

ss n ns a EL denominations : Hindus (303.19), 
Sikhs (6.22), Jains (1.62), Buddhists (0.18), Zoroastrians (0.11), Muslims (35.40), 
Christians (8.16), Jews (0.03), Tribals (1.66) and Others (0.05). 
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or summer and rabi or winter ; as much as 80 per cent of cereal 
crops are produced in the kharif season and the rest in the rabi 
season. 3 

3. India has the second biggest population in the world, 360 
million in £951 out of which roughly five-sixths belong to the rural 
areas. Roughly 48 per cent of the population is below 14 years 
while only about 8 per cent of the population is above 54. The 
erude birth rate is reported to be 4 per cent and the crude death 
rate is 2.7 per cent. Also there are 95 females to every hundred 
male in the country. Population has been increasing at a rate 
of over 1 per cent per year, i.e., with an annual net addition of about 
4 or 4.5 million! Compared to population the land area is small, 
and the share of land is only about 2 acres per head? against nearly 
6 times this’area in the USA and more than 12 times in the USSR. 
The average density of population in India is 312 per square mile ; 
it varies considerably from region to region and is as high as 832 
per square mile in lower Gangetic plains. Per capita agricultural 
and arable land is roughly the same in India while the per capita 
agricultural land is more than twice the arable land in the USA. 

4, Agriculture is the chief industry engaging about 70 per cent 
of working population. Out of every 100 employed Indians, 48 
are mainly peasant proprietors including rentiers, 9 mainly tenants, 
13 landless labourers, 10 engaged in industries or other non-agri- 
cultural production, 6 in commerce, 2 in transport and 12 in ser- 
vices and miscellaneous professions. There are certain difficulties 
associated with definition of labour force, particularly for the rural ` 
population, but roughly the labour force is likely to be between 
40 to 45 per cent of the population of the country. 

5. Agricultural products form nearly half of the net national 
output. Besides supplying raw materials to industries like sugar 
and textiles, it provides the bulk of the country’s export. In the 
ee eae area of 811 million acres, about 300 million 
cue er or as cultivated annually in India, the gross oulti- 
we eet aye A a the order of 350 million acres. Besides this, 

to 70 million acres of fallow land. Roughly 


1 The recent 
there ars ae Er growth of population in India is not known accurately, but 
over the period 1941 to ant at it may be as high as 2 per cent. The rate observed 
noting that the growth of was of the order of 1.2 per cent per year. It is worth 
Higher than this (i.e., 1.2 cea ae the UK between 1881-1951 was somewhat 

migration) Goes ‘the same Pera wes tell a u in popilasion (by birth and 

cu ithout date indi s 
cate the general order of values in recent years. 
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220 million acres of land are reported to be not available for culti- 
vation while about 130 million acres of land are under forests.“ 
The main feature of agricultural production in India is the excess 
of food crops (which occupy 85 per cent of the area sown) over 
non-food crops. Cereals (rice, wheat, barley, jowar, ragi, bajra 
and, maize) form the staple food. India grows tea, coffze, sugar- 
cane, oilseeds, jute and cotton, and other tropical crops including 
fruits and vegetables ; tea and jute are important for export. India 
is the largest sugarcane producing country of the world and with 
Pakistan holds virtual monopoly in the production of jute. India 
follows the USA in cotton and compares favourably with China 
as a leading producer of rice, millets and tea. The most important 
oilseed is groundnut. According to official estimates of produc- 
tion, the output of food grains is of the order of 65 million tons of 
which rice contributes an amount of the order of 25 million tons. The 
other important grains are wheat and jowar, between 8 and 10 
million tons and gram and bajra, between 3 and 5 [million tons. 
It is not possible to be absolutely sure of these figures, and there 
is likelihood of some amount of underestimation. The cattle 
very large being about 20 crores! in 1956. That 
is, it is about half the size of the human population. The quality, 
however, is poor and the supply of milk meagre. The average 
yield of milk per cow per annum is only a little over 400 lbs., which 
compares unfavourably with other countries in which the average 
ranges between 2000 and 7000 Ibs. Milk is consumed fluid or 
converted into products such as ghee (clarified butter), dahi (curd), 
khoa (dried milk), ete. Bulk of the milk is from buffaloes which 
comprise a little more than one-fourth of the total population. 
Dung is the most important manure used in the country and this 
is one reason why the economic value of the cattle population is 
more than what it appears on the surface. India’s forests cover 
280,000 square miles which is nearly 22 per cent of the total geo- 
graphical area of the country yielding a government revenue worth 
a little more than Rs. 20 crores annually?. Apart from timber 
and bamboo, forests supply fuel wood, an essential item of domes- 
Fish provides an occasional item of diet for numerous 


population is 


tic use. 
people in India and supplies useful protein. But the output is 
not large, the total value being of the order of Rs. 50-60 crores. 


The supply of food in India is adequate when the seasonal rainfall 


11 crore=100 lakhs=10 million ; 2 Rs. 100=7.5 sterling= 21 US dollars, 
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is normal. There was, however, shortage of food for about ten 
years since 1942 which made it necessary to import foodgrains 
to the extent of 2 to 3 million tons per year for a number of years 
with the largest import of 4.7 million tons in 1951. The food posi- 
tion became easier from 1952, partly due to two or three years 
of exceptionally good crop seasons. However, there is still a some- 
what precatious balance between the ‘production of food and the 
requirements of the growing population unless one reckons on 
_ import of foodgrains.* 

6. Agricultural land in India is basically fertile, though 
naturally suffering from different degrees of exhaustion from con- 
tinuous use. This is particularly true of alluvial soil of north 
India. The black soil of Deccan as well as red and laterite soils 
found in other parts of India are also fertile and suitable for culti- 
vation. About 45 per cent of the total area is under some kind 
of cultivation. As has been already mentioned, distribution of 
rainfall in the country is uneven and even a partial failure of mon- 
soon results in famine conditions in some parts of the country. 
Irrigation, therefore, is very important for Indian agriculture. 
Of the total area under cultivation, about 17 per cent is under 
major and minor irrigation and the rest is dependent on rainfall. 
Out of the total irrigated area of about 55 million acres in 1954, 
canals accounted for about 22 million acres, wells 16 million acres, 
tanks 10 million acres and the rest 6 million acres. There is a 
large difference between the yield per acre on irrigated and 
on unirrigated lands ; and irrigation normally raises production 


* According to the 1951 census the 
million. There is a 


villages, but this is still an open question. 


Some direct information on this point has been 
recently collected which suggests 
labour at peak loads. 


agricultural population of crop production, and it is conceivable that a decrease in 


ing labour saving devices) might diminish 
question requires careful study. 
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from two to four times the original yield. India has a large. 
number of big and small rivers and the quantity of water 


- that annually flows along India’s rivers is estimated at nearly 1400 


million acre-feet. Of this volume of water only 5.6 per cent is 
used for irrigation works and power generation and the rest runs 
to waste. Irrigation schemes are being developed for a long time 
and recently a few big river valley schemes (irrigation and electri- 
city) have been started and on completion, these are expected to 
irrigate 17 million acres of new land ; at this stage India will begin 
to use 13.6 per cent of her total river flow. There are still large 
possibilities of developing irrigation schemes. Moreover, there 
is much scope and need of developing minor irrigation works and 
water lifting devices for areas unsuitable for flow irrigation. In 
1955 India produced 11,000 million kwh of electrical enesgy, giving 
a per capita figure of the order of 30 kwh. The corresponding 
figure in the USA is of the order of 2800, UK 1300 and Japan 
650. Hydro-electricity accounts for roughly a little more than 
one-third of the energy generated in 1954, the rest being produced 
by the thermal stations. 

7. India has the largest reserve of high quality iron ore in the 
world ; there are also fair reserves of coal, bauxite (for aluminium), 
monazite sand (for thorium), mica, chromite and refractories, some 
gold and copper and minor minerals: The iron reserves in the 
country are mostly haematites and magnetites with iron content 
ranging between 60 and 70 per cent ; India’s total reserves have 
been estimated at 21,000 million metric tons and almost inexhaus- 
tible at the current rate of production. India ranks seventh 
among the coal-producing countries in the world and has 
an average annual production of about 36 million tons. The 
country has fairly abundant reserves of manganese ore and the 
present production is third largest in the world; the country has 
15 to 20 million tens of good ore containing 50 percent of the metal; 
moreover the Indian ore is non-friable and hence easily transport- 
able. So far as bauxite is concerned, many of the laterites contain 
50 to 80 per cent of aluminium; the total reserve of bauxite in 
the country is estimated at 250 million tons. India has virtual 
monopoly of mica mining and produces 70 to 80 per cent of world’s 
supply of mica. Small reserves of petrol have been found, but 
certain areas likely to bear oil havenot yet been properly prospected. 
Geological surveys have made good progress but there has 
not been enough prospecting for minerals. In recent years, India 
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_ has been producing minvrals worth about Rs. 100 crores, coal con- 
tributing roughly half of the total value. The other important 
minerals are manganese ore, mica, gold, salt, building materials 
and iron ore, the values in descending order ranging between Rs.20 
to 30 crores. i 

8. The net output of organized factories is comparatively small 
and accounts for less than 10 per cent of net material production. 
The net value added by factories (employing 10 or more persons 
with power, or, 20 or more persons without power) is only about 
6 or 7 per cent of the national income. The mumber of factory 
workers is about 2.7 million which is only about two per cent of 
the total working force and about three-quarters of one per cent 
of the total population. The number of factories (in round figures) 
is about 20,000, of which about 25,000 are small and employ less 
than 100 persons ; 2500 factories employ more than 200 persons , 
and only about a thousand factories are really big. The geogra- 
phical distribution of factories and factory employment is very 
uneven. Most of these industries produce consumer goods and 
the largest single industry, cotton textiles roughly provides one- 
foutth of the employment in the factory industry sector. The 
production of basic investment goods (steel, cement, machinery), 
or of power (coal, electricity) is extremely low compared to the 
population. Output of producer goods, including coal and other 
minerals, is of the order of one-sixth of the total fabricated output. 
During the First Five Year Plan, the factory output increased by 
about 40 per cent; of these capital goods exhibited a rise of 70 
per cent while both consumer goods and intermediate goods rose 
by about 35 per cent. Though capital goods production increased 
more rapidly, the position is yet unsatisfactory because of the very 
low share of such goods in the base period. Excess capacity is 
still reported to exist in several of the consumer goods industries. 
The production óf some important commodities in 1953-54 is given 
in Table 1 of the Plan-frame (reproduced in the Appendix). 

9. India is a country of small scale industries ; and only recently 
attention has been given to the development of large-scale indus- 
tries. Tndian economy is basically one of small household units 
: Z ; and most of the enterprises are run by self-employed 
Es ae ed offer alternative employment to the 
ee ee A ery little accurate information is avail- 
the value of out F ETTER, Bat roughly n po feratedithat 

upt in the sector is unlikely to be less than that 
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in the organized faotories while the labouz force engaged in the _ 
sector is somewhat more than four times that engaged in the orga- 
nized sector. Handloom weaving is by far the most important 
small-scale industry supplying a sizable part of the need of textiles 
in the country and providing employment for a large number of 
artisans. The industries are of varied types, ranging from units 
specializing in goods of artistic value to units carrying on opera- 
tions using modern technique to some extent. 

10. There is a nationalized system of railways (with about 
34,000 miles of tracks) which is the principal means of transport 
in the country. There is roughly 250,000 miles of extra-municipal 
roads in India of which the share of surfaced roads is not even 4 
per cent. The length of all weather roads is only 9.7 miles per 
hundred square miles of the area of the country, and is, very low 
compared to the population. The number of registeted motor 
vehicles in 1950-51 was only 308,002. India has a 3500 miles long 
coast line with five major ports. Indian coastal shipping is at 
present nearly 300,000 gross rated tons ; and practically the whole 
of the coastal trade is now carried by Indian ships. Air services 
have been established to link important cities ; and a nationalized 
air transport system is in existence. India possesses 800 registered 
aircrafts of which about 200 hold current certificates of air-worthi- 
ness. The country has 78 aerodromes of which three are inter- 
national. There is an old and well-established system of posts 
and telegraphs. The total number of post offices is 6000 in urban 
and nearly 30,000 in rural areas. The expansion of postal net- 
work has kept pace with the growth of population in recent years. 
The telegraph network is inadequate with about 8000 telegraph 
offices only. India is very backward in the field of telephones ; 
it is even more packward than China. The total number of tele- 
phone lines within the country is even less than that in one city of 
Australia, ` viz. Sidney. Thus, transport and communication 
have a good base but are extremely inadequate. 

11, Commerce plays an important part in the Indian economy 
and the labour force engaged in commercial activities is roughly 
three times the labour force in organized factories ; the total indus- 
trial labour force, however, is about 50 per cent above the labour 
force in commercial activities, and the net output of commerce 
is somewhat below the net output of the industries: Bulk of the 
trading in India is handled by small retailers including hawkers, 
and small wholesalers ; but organized trading plays an important 
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role in the Indian economy. Organized traders pay much more 
income tax than organized industries. Banking also has two 
sectors : the organized banking with Reserve Bank of India and 
the State Bank at the apex and the unorganized banking including 
rural money lenders who play a very important role in production 
and distribution. There are cooperative banks also, but on ‘the 
whole the development of Cooperation has been inadequate in 
India ; the most important type of primary institution is the credit 
society which numbers only about 1.4 lakhs and has a membership 
of 6.6 million. Insurance in India generally does not cater to the 
poorest of the classes. Recently, insurance has been nationalized 
and it may have a wider spread in the future. 

12. Educational facilities are meagre compared to the popula- 
tion; there js provision of schools for only 50 per cent of the children 
of the age group 6-11 ; 17 per cent of the children of the age group 
11-14; 8 per cent in the age group 14-17; and less than one (0.9) 
per cent of those of the age group 17-23. Only about 17 per cent 
of the population is literate, about 12 per cent in rural areas and 
about 35 per cent in urban areas. Moreover, there are great diffe- 
rences in educational facilities in different States or in urban and 
rural areas. Though nearly 82 per cent of the population live in 
the rural areas the percentages of total number of students in pri- 
mary, middle and high schools studying in rural areas are roughly 
about 60, 67 and 26 respectively in 1949-50. Also, nearly 40 per 
cent of total number of teachers in primary and middle schools 
are untrained. Some 380,000 students pass matriculation or an 
equivalent examination each year, and there has been remarkable 
growth in this number in recent times. Number of students in 
some 30 universities and 680 colleges is less than 3 lakhs. There 
is very little facility for technical and vocational education in the 
country. There are some 2750 vocational schools, 42 engineering 
schools and about an equal number of engineering colleges. There 
are about 20,000 pupils in engineering schools and 16,000 pupils 


in engineering colleges. Annual outturn is about 2500 engineers 
from colleges, 
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high and cause deaths to more than one million persons every year. . 
The number of medical personnel is extremely low, There are 
only about 65,000 fully qualified (six-year trained) doctors with 
an overall share of one doctor for about 6000 persons (against about 
one per 1000 persons in the UK). But the distribution is extremely 
uneyen, only about one-fourth, that is, 15 or 16 thousand doctors 
live in rural areas with a share of only one doctor for about 20,000 
villagers. In some States the proportion is much less. Nurses, 
health visitors and other auxiliary health and medical personnel 
are proportionately even fewer in number. Medical institutions 
are very few ; one for about 25,000 persons in the urban area and 
one for 50,000 persons in rural areas. The availability of beds 
is only one per 3000 persons, but again mostly in urban areas. 
There are about 40 medical colleges now with an annual, admission 
of about 3500 pupils. G 

14. Not much statistical data are available on the various other 
social and public services. The most important of these in the 
recent past was perhaps the problem of rehabilitation of refugees 
from Pakistan. The problem is now considered to be under con- 
trol, though there is still influx of refugees from Hast Pakistan and 
this is a case of continual worry of the Central and West Bengal 
governments. The position of housing in the country, particularly 
in the urban areas is far from satisfactory and requires regular 
attention of the government. Other important services which 
requires attention are welfare of the backward classes and welfare 
of labourers. Prohibition has been accepted as a policy of the 
Congress Party, and some of the States have given effect to the 
policy in spite of its adverse effect on government revenue. 
Recently, attention is being paid towards reform of government 
administrative services so as to make the services more suitable 
for purposes of planning. The press with 330 newspapers and 
a circulation of dailies totalling only 25 lakhs reaches a small frac- 
tion of the population. More than 300 feature films and documen- 
taries are produced each year and there are about 1 million radio 
receiving sets. 

15. The problem of land reform has received considerable 
attention in recent years ; and measures of land reform have practi- 
cally eliminated or will soon eliminate intermediate rights on land 
in most of the States. Except in Jammu and Kashmir, compen- 
sation on a sliding scale is being paid to intermediaries who 
are losing their rights on land. In many cases the maximum rent 
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to be charged as well as the maximum size of holding have been 
prescribed ; most of the States have fixed 30 standard acres as 
the ceiling of holdings. Some attention is being paid to prevent 
further fragmentation of holding due to operation of laws of inheri- 
tance and also to consolidate the holdings on a voluntary and co- 
operative basis. Most of the States are putting restriction on 
partition or transfer below specified limits and are adopting legis- 
lation for consolidation of holdings. The average size of owner- 
ship holdings is very small and less than 5 acres in rural areas. 
The distribution of rural land is, however, very uneven. About 
a fifth of rural households have no land. About half either have 
no land or own less than one or one and a half acre, and their total 
share is only about two per cent of the total area owned by rural 
households, At the upper end about 10 per cent of households , 
have more than 10 or 12 acres, and own about 60 per cent of the 
land. 

16. The consideration of various sectors of the economy may 
be followed by some observations on the aggregates. A rough 
idea about the general pattern of the total value produced is provi- 
ded by the following : investment about 5 per cent; public 
consumption 4 per cent; and private consumption 64 per cent; 
the rest of the product enters intermediate uses. Investment 
at the present moment is estimated at a little below 7 per cent 
of the net national product, but roughly one-fifth of this isin non- 
monetized activities such as land improvement and construction 
of huts in rural areas. Public investment (net) in recent times 
has moved roughly from one third to half of the total investment. 
In the organized Private sector, most of the fixed investment is in 


industry and mining, the second most important sector being trans- 
port. But investme 


is less than the in 
is known about inv 


APPROACH OF OPERATIONAL RESEARCH 19 


eighth of the population (or about 50 millon) probably have less 
than 10 rupees (i.e., 15 shillings or about 2 US dollars) per month 
per person. 

17. While agriculture and allied pursuits (animal husbandry, 
forestry and fishery) roughly contributes a little less than half of 
the national income, the remaining half is shared more or 
less equally by mining and industries, commerce and transport, 
and various services. There has been some rise in national income 
in recent times ; in particular rises in agriculture, organized indus- 
tries and in some of the service sectors have been quite pronounced, 
but a part of the apparent rise may probably be due to statistical 
adjustments. It is not clearly known how far the estimates of 
national income from year to year truly reflect the underlying 
change. But accepting the figures as they are, a large zise in per 
capita national income is noticed between 1950-51 and 1953-54; 
subsequently the evidence is indicative of just a maintenance 
of the per capita level reached in 1953-54. 

18. Consumption pattern in the country is different in different 
regions ; also there is marked difference between urban and rural 
areas. Roughly two-thirds of the consumer expenditure in rural 
areas are on food ; in urban areas, the percentage is of the order of 
55. Again some 40 per cent of rural expenditure is on foodgrains, 
while the corresponding figure for urban area is a little above 20 
In so far as meat, fish and eggs are concerned, the rural 
families spend 2 per cent on these items while the urban families 
spend 3 per cent. Regarding clothing and milk and milk pro- 
ducts, the relative share in urban areas is only slightly above that 
in rural areas and in respect of fuel and light the percentage is more 
or less the same. The residual group, of course, is considerably 
higher in urban areas than in the rural areas. The pattern of 
expenditures also naturally varies with the per capita expenditure 
level of the household. Thus, both in urban and rural areas, the 
share of expenditure on food is about 70 per cent in the per capita, 
expenditure class below Rs. 8 per month and of the order of 40 
per cent in the per capita expenditure class above Rs. 55 per month. 

19. There is a good deal of unemployment. Many persons 
are without jobs and many self employed persons do not have 
enough gainful work in hand. During the last two or three years 
unemployment in the urban areas has been increasing. The visible 
unemployment in urban areas may have reached two or three 
million in 1954. The corresponding figure in the rural areas may 
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þe of the same order, that is, the popl of visible unemployment 
24 may be something of the order of 4 or 5 million. There' are also 
fresh additions to the labour force every year. The age structure 
of the population is fairly stable and as the proportion of the work- 
ing force is between 40 per cent and 45 per cent, and as the popula- 
tion is growing by something like 4 or 4.5 million every year it follows 
that about 1.8 million persons would enter the working force every 
year. Unless sufficient new work is created to absorb these new 
entrants into the labour force the number of unemployed persons 
would go on increasing continually. Besides visible unemploy- 
ment in respect of paid jobs there is a great deal of underemploy- 
ment or disguised unemployment. Many agricultural labourers 
or artisans and craftsmen do not have enough work and remain 
idle for a, considerable part of the year. There are conceptual 
difficulties in giving definite figures. Various estimates have been 
made ranging from 10 or 12 million to over 30 million in terms 
of equivalent man years. I£ is beyond dispute that a very large 
number of people are often obliged to remain idle for lack of work. 
For both social and political reasons unemployment is the most 
pressing problem in India today. 

20. On the credit side India has a stable Government with 
wise leadership, a stable currency credit-worthy at the interna- 
tional level ; a fairly stable foreign trade, fairly good Government 
machinery for law and order and for routine administration ; a 
number of universities, scientific institutions and societies ; and 
a nucleus of experienced scientists and technologists. 

21. There has been some notable progress during the First 
Five Year Plan. Some large river valley schemes for irrigation 
and power have started coming into operation ; the area irrigated 
have gone up by about 6 per cent and power generated has gone 
up by two thirds. Some completely modern factories in the public 
sector have started working and mention may be made of Hindus- 
tan Shipyards, Hindustan Machine Tools, Sindri Fertilizer Factory, 
Hindustan Antibiotics, Hindustan Cables, Hindustan Insecticides, 
Chittaranjan Locomotives, Indian Telephone Industries and Inte- 


gral Coach Factory in this connection, All the above enterprises 


are central ; some of the State Governments also started new fac- 
tories. Further, three steel plants are 


the auspices of the Central Government. The progress in the private 
sector has already noted to be sati 
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over the plan period. A big scheme 6f Community Projects, 
and National Extension Service Blocks has been initiated in the 
rural areas which may develop into an important movement to 
revolutionize rural economy. Upto 1955-56, work has started 
in almost a thousand Community Project and National Extension 
Service Blocks covering a population of a little less than 9 crores. 
The services are expected to encompass the whole of the rural 
population during the Second Plan. The area sown has gone up 
by more than 7 per cent while the index number of agricultural 
production is roughly 20 per cent above the pre-plan periods. The 
level of foreign trade has not changed materially over the plan 
period, but the volume of internal trade has increased. Prices 
exhibited a declining trend after the post Korean war boom in 
1951-52 in spite of some deficit spending by the government to- 
wards the end of the plan period ; the rate of decline has not been 
so large as to cause worry. Inland passenger transport remained 
steady, but the railway goods transport increased by as much as 
35 per cent. Education flourished in so far as quantitative aspect 
is concerned, about 70 per cent more students graduated or passed 
higher examinations in 1954-55 in comparison with 1950-51, while 
the corresponding percentage is about 60 for matriculation and 
equivalent examinations. Further, 14 National Laboratories for 
scientific and technological research have been established. The 
progress in health services has not been so large. Also, employ- 
ment flagged behind and created difficult situations in urban areas. 
Industrial employment went up by only 5 per cent, employment 
in railway by 10 per cent while the Central Government services 
expanded by 12 per cent over a period in which the national pro- 
duct reportedly increased by 18 per cent. But quite apart from 
the question of material progress, the greatest achievement of the 
First Five Year Plan has been that it made the whole country 
Plan-conscious. Increased interest is being taken by the general 
public in economic conditions and problems ; and great expectations 
have been roused about the Second Five Year Plan. 
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CHAPTER 3 


THE GENERAL APPROACH OF THE PLAN-FRAME 


J 
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THE PROBLEM OF UNEMPLOYMENT 

1. The chief aim of planning in India, in the first instance, must 
be to solve the problem of unemployment as quickly as possible. 
In India we have vast resources of iron ore, coal, and other minerals; 
large possibilities of developing river valley (hydro-electric and 
irrigation) projects; raw materials of many kinds; and yet there 
are millions of people either without jobs, or sitting partly idle. 
The obvious reason is the great shortage of capital goods. In 
highly industrialized countries there is full employment (with 
potential shortage of labour) when the economy is working at full 
capacity. Unemployment can occur only when means of produc- 
tion remain idle. The situation in India is different. Unemploy- 
ment is chronic because of lack of capital goods. The only way 
of eliminating unemployment in India is to build up a sufficiently 
large stock of capital which will enable all unemployed persons 
being absorbed into productive activity. Increasing the rate of 


investment is, therefore, the only fundamental remedy for unem- 
ployment in India. 


SMALL SOALE AND HOUSEHOLD INDUSTRIES 


2. In the highly industrialized countries, under conditions of 
full employment, the rate of investment can be increased only by 
curtailing consumption. In India the general level of consumption 
is extremely low. Some savings no doubt can be created by re- 
ducing consumption in certain sectors but the scope is small. We 
have, however, idle man-power and raw materials. It is logical, 
therefore, to think of expanding the production in the small scale 
and household industries. This sector is capital-light and labour- 
intensive. We have a long tradition of handicrafts in India. We 
know how to manufacture the tools and means of production for 
the small seale and household industries. A comparatively small 
amount of capital could generate a large volume of employment 
and could also supply much additional consumer goods ee 
During the war (1940-45) we witnessed a large expansion of email 
scale and household production in response to the increasing demand 
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for goods. If we can increase the demang; it should be again pos-. 
sible to increase the productionin thesmall and household industries. 

3. How can this be done? In two different ways. Any 
increase of investment in the heavy industries producing invest- 
ment goods (which do not compete with the small and house- 
hold industries) must create new purchasing power and hence 
generate new demand. The effect will be the same if we increase 
expenditure on health, education, and other social services (which 
also do not compete with the small and household industries). 
It is clear, therefore, that the basic strategy of planning in India 
should be, on one hand, to increase investments in the heavy indus- 
tries and also expenditure on services to increase purchasing power 
and create fresh demand; and, on the other hand, to increase the 
supply of consumer goods by increasing investment and produc- 
tion as much as possible in the small and household’ industries 
to meet the new demand. In India the correct policy is to increase 
both consumption and investment at the same time. 

4, Until unemployment is brought under control there should 
not be, therefore, any fresh investments to expand factories which 
compete with the small and household units of production. In 
addition, in special cases, it may be also necessary to impose a 
temporary ban on further expansion of factory production which is 
competitive with small scale or hand production. This may result 
in some surplus factory capacity remaining idle temporarily. 
It may be better to allow machines to remain idle rather than to 
keep human beings unemployed. 

5. The price of hand-made goods would be sometimes higher 
than the price of factory-made goods of comparable quality. A 
to levy suitable excise duties on factory-made 
goods to preserve price parity with hand-made goods at any desired 
level. This would, no doubt, raise prices to some extent but would 
at the same time supply additional resources for investment and 
hence for additional employment, increase of income, and national 
development. 

6. Under planning, the whole economy would be continually 
ing. Income and consumption would increase. The un- 
d would get more and more absorbed in productive acti- 
vity. The self-employed, the household sector, and the poorer 
sections would gain relatively more than the richer sections of the 
population. The poorer people would not mind paying somewhat 
higher prices (which: would flow back into the hands of Government 
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as additional resources, for development), once they realize that 

“this is the inescapable condition for their own prosperity. Any 
person who has no employment or whose earning ‘is low at present 
would prefer to have work or to increase his earning even if this 
means that a part of the increase in income would go back to 
Government in the form of additional tax or higher prices. It can- 
not satisfy a person without employment to know that prices 
will remain low but he would not be able to make any purchases 
for lack of money. He would prefer the opportunity to earn some- 
thing with which to purchase what he wants even if this means 
that he would have to pay somewhat higher prices. 

7. It would be wise to give the highest priority to the elimina- 
tion of unemployment; and to try to decide the basic approach for 
the Second Five Year Plan with the object of reaching full employ- 
ment in 16 years or less.* The above formulation of the problem 
implies, of course, that after getting rid of unemployment it would 
be necessary to maintain full employment in future. As popu- 
lation in India is growing steadily it is necessary to create enough 
new work and employment every year to absorb the new entrants 
into the labour force. That is, in India employment must expand 
‘at least as fast as the population which requires that the national 
economy must also expand, at least, equally fast. 

8. We must thus look beyond 5 or 10 years; and have a “pers- 
pective” of 20 or 30 years or even more (although the programme 
or plan would necessarily have to be worked out in the concrete 
for 5 or 10 years and even year by year in the light of experience). 
The aim would be to increase the national income as much as 
Possidle while progressing towards full employment, and to continue 
to increase national income after reaching full employment. This 
aie Rae of the two objectives of (a) increasing employ- 
CE ERE s Rn rae a satisfactory rate of increase of income 

pted in the Plan-frame. f 
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9. Tm the present approach great emphasis has been given to 
building up quickly the basic heavy industries. This would la; i 
Š sound foundation for the manufacture of machinery which nae 
improve the efficiency of industrial production in future. As 
the problem of unemployment comes under control and as the Tose 
industries are gradually developed, modern machinery would be 
supplied in increasing quantities to the small and household in- 
dustries; and factory production of consumer goods would also be 
expanded as necessary to lead to a continually increasing level 
of living. In India, the wise policy would be to disperse produc- 
tion as much as possible, physically, in the sense of preference bein; 
given to the smallest units of production which are seta 
from a national point of view, and also geographically. 
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10. I may now consider the question of economic develop- 
ment over a long period of time. Although production can be 
increased to some extent by utilizing idle capacity, by workin 
double or triple shifts, or by increasing the skill of the Nee 
the long-term growth of the economy will depend on the rate °° 
increase of the means of production, that is, on the rate of increase 
of investment. 

11. Econometric “models” are particularly useful for the stud 
of long period growth. The art of model building lies in lasta 

small number of significant factors (out of the innumerable ene 
affecting the economy) and putting these simple factors in a defi- 
nite relationship to constitute a “model” which would serve ag 
a representative substitute for reality. A study of the changes 
odel would then supply some idea of the real ` process of 
growth. The usefulness of the “‘model” would, of course, depend 
on the extent to which the model sueceeds in representing reality 
in the essential features under study. 

12. Since 1950 we have been studying simple models of the 
relation between increase in the national income and amount of 
s over a long period of time in the USA, UK and 

On the basis of these studies (Mahalanobis, 
he conclusion that the rate of investment in 
d to 10 or 11 per cent in order to attain a 
ion of the national economy. Since 
e (to which more detailed reference 
the basis of which we found that, 


in the m 


new investment 
some other countries. 
1952) I had reached t 
Tndia must be increase 
satisfactory rate of expans 
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under planning, the ratio of the inerease of the national income 
‘vo new investments may be reasonably expected to be about 0.5 
in India. If we aim at an increase of income of about 5-per cent 
per year (which would double the national income in about 14 
years and the per capita income in about 18 years) then it would 
be necessary to increase the average rate of investment to about 
10 or 11 per cent per year. As the national income of India is of 
the order of ten or eleven thousand crores of rupees, in order to 
increase the national income by 5 per cent per year or by some- 
thing like 27 per cent in 5 years, the total capital requirement 
would be something between, say, five and six thousand crores 
of rupees spread over 5 years. Besides investments, there would 
also be some developmental expenditure on training and social 
programmes. Allowing about one thousand crore for such pur- 
poses the “size” of the plan, as measured by the financial outlay, 
should be something between six and seven thousand crores in 
5 years. This is a convenient starting point. 

13. The rate of development over a long period is, however, 
intimately connected with the pattern of investment. For example, 
if all investments are made in industries producing consumer goods 
(by importing capital goods from abroad) then there would be, no 
doubt, a good deal of increase in the immediate supply of consumer 
goods but there would be no increase in the capacity to manufacture 
capital goods in India so that we shall have to conti 
on the import of foreign machinery in future for further expansion 
of industries. There may also be a glut of consumer goods (as has 


happened in India from time to time) followed by unemployment. 
14. India has plent 


The long 


nue to depend 


-term aim should, therefore, be to manufacture capital 
goods within the country rather than to import them. The proper 


strategy would be to bring about a rapid development of the indus- 
tries producing investment 


appreciably the 
dustries. 


(by using home- 


Indian reserves 
0 million metric 
ves of the whole 


y of iron ore, coal and other natural resources.’ 
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world and more than three times bigger than the estimated reserves, 
of the USA (less than 7,000 million metric tons), or more than 
five times that of the UK (4,000 million metric tons, UN, Report, 
1955). Indian ore has a high iron content. India also 
has coal. The production of steel in India in 1954 was. about 1.2 
million tons for a population,of possibly 375 or 380 million persons 
against about 110 million tons for a population of 165 million 
in the USA and about 20 million tons for a population of 50 million 
in the UK. Compared to India, the production of steel per person 


is more than two hundred times higher in the USA and more than 


hundred times greater in the UK. 

16. More steel per person means more machinery per person; 
and more machinery means more production per person. The 
difference in the level of living in these three countries cen be easily 
explained by the differences in the rate of production of steel. 
For a single factor, the production of steel probably has the highest 
correlation with national income in different couhtries.* 

17. The production of steel must be progressively increased 
in India. It has been decided that three new million-ton steel 
plants would be installed during the Second Five Year Plan or as 
soon as possible. Hach new million-ton steel plant involves an 
investment of about Rs. 100 crores (£75 million sterling or 200 
million US dollars) in round numbers. Out of this amount about 
Rs. 45 crores (£34 million sterling or 90 million US dollars) would 
have to be spent in foreign currency to import machinery made 
mostly of steel. It has been proposed in the Plan-frame that a 
heavy machine building industry should be established in India 
so that as soon as possible India is able to fabricate machinery 
for the production of steel (or cement or capital goods) to 
the value of say Rs. 40 or Rs. 50 crores per year. Once this is done 
it would be possible to develop steel and other basic industries 
with the help of our own resources.2 The ratio of capital to gross 


ü me preliminary studies it appears that the coefficient of correlation 
eee rodada of stool and per eapita national income is so high 
as +0.75 for a group of 19 countries in 1953 for which data were available. 

2 It is not necessary that India should manufacture everything required for 
the installation of & steel plant. In the case of machinery for the production of 
steel there has been much specialization and even industrially advanced countries 
like the USA, the UK, or Germany) make considerable purchases from other 
(li =: But they also sell some of their own specialized products so that they 
Sane zo to depend on foreign currency or loans. Furthermore, if there is any 
cence java aie capital goods from abroad, they can start manufacturin: 
such mes to meet their own essential needs. It is most desirable that India 
should attain a similar position as quickly as possible, 
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value of product is rouglily 3 to 1 or somewhat less for the produc- 

tion of steel. On the same basis, the capital required to manufac- 
ture heavy machinery worth, say, Rs. 50 crores per year would 
be about Rs. 150 crores. Even if the heavy machine building 
industry is more capital-intensive than steel, the total capital 
required is not likely to exceed Rs. 200 crores; and the value 
of imported machinery required for this purpose cannot be higher 
than, say, Rs. 100 crores or Rs. 120 crores. The saving in foreign 
currency (in imports) for a single million ton steel factory would 
be about Rs. 40 or Rs. 45 crores. The foreign currency required 
to establish a heavy machine building industry would be recovered 
by the tinie three new million ton steel plants are installed with 
the help of home-produced machinery. If it is known that at least 
three new. million ton steel plants would be installed after the 
establishment of the heavy machine building industry then there 
would be no risk in the decision to establish such an industry. 
Under planning there cannot be any doubt that India should pro- 
duce 10 or 20 or 50 million tons or more of steel as soon as possible. 
Under planning it is, therefore, a safe and wise decision to establish 
a heavy machine building industry at the earliest opportunity. 

18. I may give another example. India is believed to be short 
of copper but has large reserves of bauxite from which aluminium 
can be produced. The present consumption of aluminium is only 

' T or 8 thousand tons per year, about half of which is produced in 
India and about half is imported. India is rapidly developing 
electricity for which large quantities of copper would have to be 
imported. The Plan-frame has recommended that the produc- 
tion of aluminium should be progressively increased with a view 
to replacing copper by aluminium to the largest extent possible. 
This would be a wise decision because it would increase produc- 
tion through the utilization of Indian resources; and would also 
make India progressively independent of imports of copper in 
future. This is the kind of thinking which made us give so much 
emphasis to the rapid development of the basic industries.* 


Dey 
* A rapid development of b 
of capital can be brought about in Ind 


production of steel or other capital 001 

sufficient numbers in future, Tt is Gace 
about the rate and pattern of industrializ; 
decision to establish the heavy machine 
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19. At the same time we also examinéd the question from a 
more aggregative (or macroscopic) point of view. Studies based 
on a statistical model (discussed later) showed that the Jarger the 
share of capital goods industries in the total investment the larger 
would be the increase in the national income over a long period 
of time (of the order of 15 or 20 or 30 years) and the smaller will be 
the immediate rise. From the point of view of long range develop- 
ment it will be desirable to increase, as much as possible, the propor- 
tion of investment in the basic industries producing capital goods. 
There is, however, a physical and/or socially acceptable limit beyond 
which it is not possible to push up investments in the capital goods 
industries (because of the shortage of capital goods and technical 
personnel or because it would inyolve too great a sacrifice of imme- 

3 


diate benefits). 9 


BALANCE OF DEMAND AND SUPPLY 


20. There is a second point. We think it would be desirable 
to avoid inflationary pressures as much as possible so that it would 
not be necessary to continue indefinitely the rationing of essential 
goods. The only way to achieve this is by balancing the supply 
and demand of essential goods. Investments in basic industries 
must not be pushed above a point beyond which the increase in 
demand caused by the increase in purchasing power cannot be 
absorbed by the additional production of consumer goods. 
This condition has been emphasized in the Plan-frame. 


ALLOCATION OF RESOURCES 


21. What should be the proportion of total investment to be 
allocated to the industries producing capital goods is the most 
crucial decision in perspective or long range planning. Once the 
choice is made of the share of investment in capital goods indus- 
tries, the availability of capital goods in future years would become 
more or less determined. The only change which could be made 
would be through import (or export) of capital goods. From certain 
studies based on the model of 1953 we reached the conclusion that 
something between 30 per cent and 35 per cent of the total 


scalo to make it possible to instal, say, one new million ton steel plant every year 
in future. Inspite of the unrivalled natural resources for the production of steel 
in this country, in the absence of planning, India was producing only about one 
million ton per year up to 1953 and no action has been taken $o far to manufacture 
heavy machinery. This clearly demonstrates how development was retarded 


for lack of planning in India. 
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. investment should go ‘to the industries producing capital goods. 
In India the present proportion is probably less than 10 per cent. 


In our view this proportion should be increased by three or four 
times. 


22. Having settled the share of investment for the capital goods 
industries, broadly from considerations of long period develop- 
ment, the next step would be to decide the detailed allocation of 
investments to individual industries and services. At this stage 
attention must be given to the need of creating as much employ- 
ment as possible. We have found it useful to use three sets of 
contingent parameters in considering different possibilities. We 
are interested firstly, in the ratio of the increase in output (in 
physical terms or in money value) to new investment, that is, the 
output per unit of new investment or the output coefficient of 
capital; secondly, in the ratio of the increase in net value added to 
new investment, that is, increase in income per unit of new invest- 
ment, or the income coefficient of capital (which we have called 
£); and, thirdly, in the ratio of investment to the number of persons 
employed, that is, the amount of capital required per worker or 
the capital coefficient of labour (which we have called 0). Detailed 
studies are being made about these technological parameters for 
individual industries and groups of industries. 

23. The technical methods used in the’ Plan-frame can be now 
briefly explained. The total amount of investment available 
having been provisionally settled, we may proceed (provisionally, 
of course) to distribute the investment to groups of industries or 
to individual industries and services, 
of industries) the amount of investment 
settled, it would be possible ( 
coefficients mentioned above) 
in physical terms and in mone 
to national income, 
rated. Adding thes 


In each industry (or group 
having been (provisionally) 
with the help of the technological 
to estimate the expected output 
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25. There is also the question of meeting the expected increase ` 
in demand for consumer goods. A great deal of material on family 
budgets has been (and is being continually) collected since 1950 
through the National Sample Survey. It is possible, therefore, 
to study the differences in the pattern of consumption among house- 
holds at different levels of per capita (or per household) expenditure. 
Engel coefficients of elasticity are being studied for this purpose; 
and provisional values have been calculated for food grains, cloth, 
sugar and some other commodities. If we assume that households, 
when their income is increased, would incur expenditure (on an 
average) in the same way as households who at present have higher 
incomes are actually doing, that is, if we assume that tastes and 
preferences would remain (on an average) fairly stable, then it is 
possible to use the Engel coefficients of elasticity to estimate the 
increase in demand for individual commodities which is likely to 
occur as income increases. It is, of course, possible to make such 
estimates separately for different geographical regions, or for 
different occupational groups. In principle, it is thus possible 
to take into consideration the effect on demand not only of changes 
in income but also of changes in the rural and urban or occupa- 
tional or regional distribution of population, or changes in the 
distribution by size of income. N 

26, For any particular allocation of ; investments to individual 
(or groups of) industfies and services, it is, therefore, possible in 
principle to estimate the expected output of commodities, the 
expected increase in income, the expected TN D in employment, 
and also the expected increase in demand. It is then possible to 
check whether there is a balance between requirements and supply 
of raw materials and labour at each stage of production; or whether 
there is a balance of supply and demand of consumer goods and 
services. If there is any lack of balance, then the targets must 
be suitably changed remembering that, in principle, a change in any 
single item may affect the otheritems. The balances must be then 
again checked. The whole process will have to be repeated until 
a set of physical targets with associated investments, income, and 
employment is reached which is internally consistent and in which 
the supply and demand is balanced at every stage of production 


and consumption.* 
ag ossible to meet the demand for luxury goods and services 
as ae i. ane be permitted to be diverted to the production of luxury 
goods. A balance must be brought about through an appropriate price policy 


32 PLANNING IN INDIA 


27. It is possible to tse some mathematical short cuts in making 
the above calculations. For example, in principle, it is possible 
to use advanced methods of linear and convex programming. A 
number of Working Papers on this subject were prepared under 
the leadership of Professor Ragnar Frisch of Oslo who worked 
in the Indian Statistical Institute in the winter season of 1954-55. 
Some of these papers have been printed. These refined methods 
ave extremely powerful but, unfortunately, it is not possible to use 
them in the immediate future in India for lack of detailed data 
which would be required for this purpose. In the meantime the 
simpler methods described in Chapter 4 have been used for the 
preparation of the Draft Plan-frame. ; 


Five LIMITING Factors 


28. The aim of planning in India must be to obtain the maximum 
possible rate of increase of employment and national income over 
a given time period. Planning must, therefore, maintain a wide 
perspective of the growth of the national economy over 10,20 or 

_ 30 years or more; and, at the same time, give addquate attention 
to the urgent need of eliminating unemployment as quickly as 
possible. : 

29. In the present approach, the strategy is to balance the 
inerease in demand created by investments in the heavy capital- 
intensive industries and expenditure on services by adequate pro- 
duction of consumer goods at first through small and household 
industries. The rate of development, if inflation is to be avoided, 
would be determined by the amount of surplus consumer goods 
which can be actually produced. The production of enough 
consumer goods in the small and household industries is, 
therefore, of strategic importance and may constitute a limiting 
factor. 

30, The capacity to invest (without import of capital goods) 
in any given year is determined by the pattern and volume of pro- 
duction of capital goods in the previous year. The rate of expan- 
sion of the basic industries, therefore, sets a limit to the rate of 


growth of the economy as a whole and may constitute a second 
limiting factor. 


(through the imposition, for example, 
There is no danger of inflation if the 
case of essential commodities used by 
cloth, sugar). 


of excise duties) or suitable fiscal measures. 
supply and demand can be balanced in the 
all sections of the people (such as cereals, 


e 


APPROACH OF OPERATIONAL RESBARGH 33 


31. The capacity to increase both production and the flow of 
services would depend on the rate at which technical personnel 
of the required type can be trained. Lack of trained personnel 
may be a serious bottleneck. The rate at which training can be 
provided would thus constitute a third limiting factor. 

32? The possibility of planning on the proposed scale would 
depend on raising adequate financial resources which may consti- 
tute a fourth limiting factor. This, no doubt, involves technical 
questions of monetary and financial policy; but ultimately the basic 
decisions must be made on broad social and political considerations. 

33. Finally, as pointed out in the Plan-frame, even if adequate 
financial resources can be raised, implementation may become 
difficult or impossible owing to rigidities in the existing system of 
administration. There must be thorough decentralization of ad- 
ministrative and financial powers in the case of public enterprises 
and institutions; and also active cooperation between official and 
non-official agencies. Inadequate administrative machinery may 
form a fifth limiting factor. 

34, We are aware of these difficulties, The logical consistency 
of the Plan-frame is not a sufficient guarantee of its feasibility 
in practice. Any one (or two or more in combination) of the five 
limiting factors mentioned above can retard progress. However, 
so far as plan-making is concerned (as distinguished from plan- 
implementation) all that can be demanded is internal consistency, 
valid technical reasoning and a correct appreciation of social needs. 
If the present plan has these merits then there is only one single 
issue, namely, whether there is any alternative plan which would 
eliminate unemployment and poverty more quickly and more’ 
effectively; and at the same time, lay the foundations for a conti- 
nuing increase in the level of living in future. If there is no alter- 
native plan which is more satisfactory, then the proper policy would 


be to try to implement the present plan. 


CHAPTER 4 
THE STATISTICAL BASIS OF THE PLAN-FRAME 


1. I shall now explain the statistical basis of the Draft Plan- 
frame. It will be useful to start with a brief recapitulation of some 
previous work. In 1949-50, I worked with a simple model cover- 
ing the whole economy, that is, using one single sector for the 
national economy.! I used the ratio of the gross value of the addi- 
tional product to the new investment required to generate this 
product; and adopting a value of unity for this ratio gave some 
estimates of the investment required per person to increase the level 
of living under Indian conditions. 


SINGLE SECTOR MODEL 


2. Tn 1951 and 1952, I worked with another model? for the whole 
economy in which I used the ratio of the increase in net national 
income per unit of time to the net investment associated with 
this additional income, T called this ratio J (which is the inverse 
of the marginal capital coefficient). If æ is the rate of net invest- 
ment, that is, the fraction of net national income used for invest- 
ment, then the rate of growth of the economy is af. 
rate of increase of population ( 
annum), then the rate of increas 
approximately. 

3. From direct calcul 
come data for USA give: 


If p is the 
usually less than 2 per cent per 


e of income per person is (af —p) 


ations T had found from the national in- 
n by S. Kuznets (1946) that the value of 
Ë for USA was about one-third. T also found by direct calculations 


from data of national income and investment for UK. 
tively by A. R. Prest ( 
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Thad also made some ti 
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probably fall between one-fifth and one-third (that is, the over-all 
marginal capital coefficient would be something between 5 and 3). 
Using similar values of / for India I reached the conclusion that it 
would be necessary to increase the rate of investment in India 


from about 5 per cent at the time to at least 10 or 11 per cent to 
attain a reasonably satisfactory rate of increase of national income. 
h 


Two-SECTOR MODEL 


e 
4. I used a two-sector model in 1953 which I shall now briefly 
describe.. The total net investment is divided into two portions. 
) is used to increase the production of 


One part (a fraction, say, A; 
basic capital or investment goods (which may be called the K-sector), 


and the other part (a fraction, say A,) is used to increase the pro- 
duction of consumer goods (to be called the O-sector). It should 
benoted that A; and A, are fractions of the total investment, so that 
Ata = 1. T should also explain that appropriate fractions of 
investments in industries manufacturing intermediate (producer): 


goods should be allocated to Ay and to A, in proportion to the value 


of such intermediate goods used in the capital goods (K-sector) 


and the consumer goods (@-sector) industries respectively. The 
two fractions Àp and A, can be settled at the choice of the planners. 
However, once the value of A, is settled, the supply of investment: 
goods produced within the country would become fixed. A change 
can be brought about only through imports or exports of invest- 
ment goods. In India I have assumed that, with the progress of 


planning, the domestic supply of investment goods would become 


more and more important. That is, althongh in the beginning 
India will, no doubt, have to depend on imports of capital goods, 


the policy would be to make India independent of such imports 
as soon as possible.* In the present model I have, therefore, as- 
sumed that there would be no imports or exports of investment 


goods. 
5. Let Y, = national income, ©, = consumption, and 


at time t; with Yo, Co Ko as the corresponding 


K,= investment 
As already mentioned, A; and A, 


values at the initial period. 


ee ee f 
1p. CG. Mahalanobis : “Some observations on the process of growth of 


tional income”. Sankhya, 12(4), 1953. ° 
na. ania does not mean that India would not purchase capital goods from other 
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and export capital goods. Secondly, if for any reason (such as lack of foreign 
ly or high prices m the world market, state of blockade 
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(with A,+-A, = 1) are frsctions of investment allocated to industries 

producing capital goods (K-sector) and consumer goods (C-sector) 
respectively. We shall write „= ratio of increment of income to 
investment in industries producing investment goods; £,= ratio of 
increment of income to investment in industries producing consumer 
goods; and define J as the ratio of increment of income generated to 
total net investment in the economy as a whole, with 


B = Ah AAL. necessarily. 


We also have Kas K, = ÀK eee (411) 

COB. ve (4.2) 

We then get K, = (1+,8,)'K,, (4:3) 
A,A, +A. Tes = 

ee [to f Hha P CA 


giving national income in terms of the initial income Y), the initial 
rate of investment æ}, and the allocation parameters Àz and A, (which 
are at our choice), and the contingent coefficients £ k and /, (which, 


however, are determined by the pattern of investment and condi- 
tions of production). 


A Fovr-Szoror Mopzr, 
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the sector under consideration. We shali use the subscript £ for 
industries producing investment goods (K-sector) ; subscripts 
1, 2, and 3 respectively for the industries producing consumer goods 
and services in the three sectors C.l, C.2 and C.3 respectively. 
We shall then have Àp, Ay, Az and As as fractions of investment 
allccated to the K-sector, sector C.1, sector 0.2 and sector C.3 


respectively; with, of course, 


Vet arta +As = 1. m (4.5) 
We also have fp 1 Êa and A, as the ratio of increment of income to 
investment; and 0p, 0,, 0, and 0, as the net investment required 
per engaged person respectively in the four sectors. We now 
consider a total plan-period of, say, 5 years, and regard the above 
parameters as average values appropriate to the plan-period as a 
whole. Also, if mj, ni, Na and mg are the number of additional per- 
sons engaged respectively in the four sectors over the plan-period. 
and A is the total investment over the whole plan-period, then 


Ng = ÀA llk n = A,A/A; Ny = A, A/6,, and na = A;A/03. a! (4.6) 
If N is the total number of additional persons engaged over the plan- 
period, and Ë is the total increase in income over the whole plan- 


period, then we have 


N = mH ta: ` (4.7) 


A= 4p EMD -na 0, Ns 


pe AA --ni0) Hna aH Nts since m0, = Àp 4 from (4.6) ... (4.8) 


Also, E =P yy +P. On, +P Matalas 


= Y[(14+7)5*— 1], say. (4.9) 


If we assume a constant annual rate of growth of income of, say, 
per cent per years then Z can be derived from the initial income 
per year Y, by applying the 7 rate to Y, For our calculations we 
have taken 7 as given and equal to 5 per cent per year. 

8. In order to use the above model we must substitute statistical 


estimates for the different algebraic symbols in the equations. It 
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‘is possible to treat as ‘variables’ the increase in national income 
F, the investment 4, andthe employment N. But the ratio of net 
income generated to capital investment /;,/;,f, and As and 
the net investment required per engaged person Ôp, 0,, Oo, Ô; res- 
pectively for each of the four sectors behave as parameters; and 
are given in the sense that their respective values are assumed to 
remain more or less constant and are not sought to be influenced 
by planning during the period under consideration. Besides these, 
we have the allocation ratios Àp, Ay, À>, Àg which also are parametric 
in the sense that they do not change during the period of time under 
consideration. There is however an important distinction. The 
income-investment ratios ’s are determined by the conditions of 
production (and the pattern of investments within each of the four 
sectors) and are not influenced by planning,! during the period under 
consideration. The allocation ratios A’s, on the other hand, are 
at the choice of the planner within certain limits. The proportion 
of total investment allocated to investment goods industries A, 
must be decided from considerations of long period changes; and 
the allocation ratios for the other sectors Ay, A», A; must then be 
obtained as solutions of the set of simultaneous equations given 
above. For example, the rate of increase of income or the employ- 
ment generated may be treated as ‘variables’ to which desired values 
may be assigned. The model would then enable us, with the help 
of numerical estimates of. the various parameters, to study, how 
the allocation ratios 2’s, that is, the proportions of total investment, 


going into the different sectors should be chosen so that the desired 
aims can be realized. 


CONOEPTS AND DEFINITIONS 


9. We have been using so far terms like ‘national income’, 


‘investment’ ete., without giving any definitions. In order to make 
valid statistical estimates of the magnitudes of the di 
ables or parameters it is necessary to have operation 
which can be used for statistical purposes in practice without ambi- 
guity. There are different concepts of national income. We have 
used here the definition adopted in the United Nat; 


Ç $ ions publication 
A System of National Accounts and Supporting Tables’ [23]2 Tt 


fferent vari- 
al definitions 


1 Tho pattern of investm 
of investments which results 


of course, determined by the programme 
also indirectly amenable to 
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or indirect way. In 
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is possible to use other concepts, for example, the USSR definition 
of national income as the total net material product. Another 
possibility is to define national income as the sum of the net material 
product and the value of the directly consumed services; this con- 
cept may be particularly useful under planning in a country with 
a mixed economy like India, What is needed is a concept which 
would be most suitable for the purpose in view. Some tentative 
work has been started but no definite conclusions. have been yet 
reached. In this situation T shall use United Nations definition 
The latest available estimates of do- 
UN definition) is for 1953-54 
[2]. Provisional estimates 


which has wide acceptance: 
mestic product of India (according to 
which has been used in our calculations 
for 1954-55 and 1955-56 have been also prepared for our work by 
the Central Statistical Organization. 

10. Investment is the net addition to capital stock within the 
country in the form of plant; machinery, buildings and other capital 
goods. There are considerable conceptual and estimational diffi- 
Iculating the net investment. Standards also vary. 


culties in ca 
from one country to another in the proportion of maintenance and 


repair expenses charged to the operating account. In highly in- 
dustrialized countries like the USA, the UK, Sweden and Swit- 
zerland, during the last decade or two, the rate of investment 
appears to have been between 10 per cent and 13 per cent of the 
national product. In the UK, during the period 1870-1913, the 
average rate of net investment was about 11 per cent per year. 
In the USA the average rate was 12 per cent or 13 per cent over 
several decades and exceeded 16 per cent over a decennial period 
only on two occasions during 1879-1948. In Sweden the rate was 
about 11 per cent over & long period before the war and about 
13 per cent after the war; and in Switzerland it was of the order 
of 10 or 11 per cent in recent years. In socialized countries the rate 
of net investment is higher and is roughly of the order of 15 or 16 
per cent or 20 per cent or even more as seen from the available 
pout Poland, Czechoslovakia, Hungary, Rast Germany 


information a 
and USSR. The current rate of investment in India is estimated 


as being of the order of 7 per cent of the net national product. For 
rapid industrial development the rate of investment must be 
eal appreciably.* We have suggested that it should be 


ie 

* Simon Kuznets (1952) has shown that the rate of savings out of disposable 
personal income was remarkably steady and did not riso with the increase of 
hational income in the USA over a long period (1869-1938). This is likely to be 
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increased from about 7 per cent to about 10 or 11 per cent by the end 
of the Second Five Year Plan or should be about 9 per cent on an 
average during the plan-period. ` ! 
11. Employment, as considered in the present model, is the equi- 
valent number of new jobs that would be created as a result of 
planned investment and production. In a country like India 
there are a very large number of persons working on their own ac- 
count. They do not hold paid posts, and cannot lose their jobs. 
Many of them, however, do not have enough work and remain idle 
a part.of the time. In their case if the volume of gainful work 
increases it may not lead to the creation of new jobs but usually 
some additional members of the household (who used to be partly 
or wholly idle) would be absorbed (partly or wholly) in the household 
enterprises, The concept of employment in the present context 
is, therefore, much wider than that used in the highly industrialized 
countries. We shall include under employment the increase in 
the gainful work in the household sector and also part time employ- 


ment so that the total new employment would represent the increase 
in terms of something like equivalent man-years. 


J ALLOCATION To CAPITAL GOODS INDUSTRIES 


12. I shall now consider the proportion of 
should be allocated to industries producing inves 
through planning. We found from available data 
much smaller than £, (that is, the marginal incre: 
unit of investment is much less in b 
goods than in industries producin 
80, the larger the value of Àk 
in the short run; but, after ac 
begins to rise very steeply. 
% = 7 per cent, f; 
found that to attain a fairly rapid increase of income ‘over, 
about 30 years, it would be desirable 
between 0.3 and 0.5. We adopted t 


investment ` that 
tment goods (À,) 
that A; is usually 
ase of income per 
asic industries producing capital 
g consumer goods). This being 
the smaller is the increase of income 
ritical period of several years, income 
Using the initial rate of investment, 
= 0.2 and different plausible values of B, we 


say, 
that Az should have a value 


he value A, = 1/3, as we felt 


true in India also. 
appreciable manner either (a) b; 


tise ea Pe Re concentration of 
Pos wo © inconsistent with a socialistic pattern 

ot economy. In India investments must i i 

l Sas ‘ust be increased in the public sector through 
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it would not be possible to go beyond this value under present 
conditions. (See Technical Note at the end of this chapter.) 


STATISTICAL ESTIMATES OF THE PARAMETERS 


13. The next step is to obtain reasonable estimates of the para- 
meters which occur in the model under study. In principle, it is 
possible to use time-series dafa provided prices and the pattern of 
production had remained fairly steady, and also provided produc- 
tion was up to full capacity. This method, however, cannot be 
used in India for Jack of suitable time-series data. We shall have 
to rely a great deal, therefore, on short period or technological data.t 


CURRENT OR REPLACEMENT VALUE OF CAPITAL 


14. Investment is a basic item in the present model. It is 
desirable to express the value of investment at current (rather 
than historic) prices. For this purpose it is necessary to know the 
relation between the book value and the replacement value of 
capital. Consider a steady state in which the stock of capital goods 
is being maintained without any increase or decrease. Every type 
has a certain life after which it must be replaced. 
Consider any particular type of capital goods, and let its average 
life be 7 years. Also consider any particular item of the given 
type; it must already have been in use for ageonain period, say, 
t years; it then has (Z'—t) years of useful life still left. If the stock 
of capital goods includes a large number of items of the given type 
then there would be one item which still has a useful life of ¢ years 
left. We may pair these two items (of the same given type), one 
with useful life of (T—t) years still left and the other with a balance 
of useful life of ¢ years; then the combined useful life of the two 
cereale together is (T—t)+t or equal to T years for two items. 
The average life is thus 4(7') for eachitem. This argument would 
be valid for all items (under the simplifying conditions mentioned 
above). Hence, the average useful life still left at any time is half 
of the total life, so that as a first approximation, the current book- 
value should be half of the replacement value. The replacement 
value of capital can be, therefore, taken as double the book value.” 


of capital goods 


i i t of income and investi t 
1 Estimates of based on data for annual increment vestmen’ 
ee 4 opriate. I have not entered into refinements because 
ulations are of a very rough nature. (It is worth noting, 


1953-54. 
6 
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A rough check was made in the following way. If we assume that 
the paid-up capital is numerically equivalent to net block assets, 
and inflate the annual increase in the paid-up capital by an index 
of cost of capital construction (compiled from an index of construc- 
tion cost and an index of import prices of machinery) for the last 
few years, for India, then on aggregation the estimate of replace- 
ment value is actually found to be about double the present value 
of the total paid-up capital (which is assumed to be the same as 
the present book value of net block capital). 

15. In a recent survey of 8 small-scale industries in the Cal- 
cutta area (1952-53) the replacement value of plant and machinery 
was found to vary from 2 to 6 times the book value. Also, data on 
the relation between the output and investment are 


available for 
a number of projects. 


If these relations are used to estimate ‘(on 
the basis of current output) the capital stock in existing enterprises, 
it is found in most cases that the estimates of replacement value 
are 2 to 4 times the corresponding book values of capital, Tt is 
necessary to remember that in these cases much of the plant 
and machinery was purchased many years ago when prices were 
very low compared to current prices. In addition to adjustments 
for depreciation, it is, therefore, also necessary to make reason- 
able allowances for changes in the level of prices. These adjust- 


ments nt and machi- 
ch are usually 
Depreciation in the case of build- 
all, but adjustments for cost of 
On the basis of studies- on the 
generally to use double the book 
ate of the current replacement value. 


INCOME-COBFFEIOIENT OF CAPITAL (£) 
16. One most useful 


! ) parameter is the general (over-all average) 
Tatio of increment in in 


come to investment defined by 


f= Ahr HAB HAB ot Asp, (4.10) 


uring the period 1861-1938 


) 
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calculation that it was about 25 per cent. “However, much larger 
values of J are obtained over short periods. Thus, if all available 
statistics on increment of income and net investment recently 
released in various United Nations publications are utilised, we 
get an average estimate of the ratio of the order of 40 per cent 
for 19 countries. For Japan ever the periods 1930-36 and 1947-52, 
the ratio is as high as 50 per cent. In the latest ‘Economic Survey 
of Asia andthe Far Hast for 1954 by ECAFE [25], the value of this 
ratio for a number of countries in South-East Asia is quoted (on 
page xiii) as varying between 40 per cent and 50 per cent. 

17. I should also note in the present connexion that in a capi- 
talistic country, when the study covers a fairly long period of time, 
usually there would be periods of both rising and falling national 
income. The income coefficient of investment (Ê) over the whole 
period would be an average of values of the coefficient during periods 
of both booms and depressions. The observed ratio would be high 
when income and investment are both increasing. On the other 
hand, whenever a part of the capital remains idle (during periods 
of depression) the observed value of # must necessarily fall This 
is fully corroborated, for example, for the USA, for the period 
1929-52; the general average is of the order of 0.28 while the average 
of the positive values only is as high as 0.76 [10]. 

18. Under planning, the aim is to maintain a continually ex- 
panding economy with production at full capacity. In a socialized 
deliberately planned to make the fullest 


economy, production is 
use of all resources and by-products.* That is, attempt is made 
momies through planning 


to attain the maximum external eco: 
with the result that values of f are large. In socialized countries 
the addition to the national product per unit of net new investment 
appears to be generally much higher than in private enterprise eco- 


nomy and is of the order of 0.6 or 0.7 or even higher. 


1 If the trade cycle in capit 
then the average value 
would be about half of the value of 


progressively mor 


with the consequence that, during periods of 


B would tend to increase and approximate ` 
economy. This may be at least a partial explanation of the observed increase 


in the value of g in the USA, in recent years. 4 
3 In discussions with Soviet economists I gathered the impression that the 
igh as one hundred per cent or even more in certain 


value of B can be as hi 
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19. In India, for the First Five Year Plan, this £-coefficient 
was assumed to be of the order of 0.33 but the actual growth of in- 
come seems to have been higher than that envisaged in the plan. 
Over the six year period 1948-49 to 1953-54, the ratio of increment 
of income to investment was only slightly lower than 0.5 as revealed 
by the recent national income statistics. Under conditions of plan- 


ning the overall income coefficient; of investment £ in India may 
therefore be taken to be of the order of 0.5. 


SECTORAL VALUES OF Incomu-Comrricrmnrs 


20. We may now consider the sectoral ratios £p, f}, Bx, P, bear- 
ing in mind that the overall ratio for the economy should þe of the 
order of 0.5. In the sector of capital goods industry, the observed 
average value of the income-coefficient, based on the Sample Survey 
of Manufacturing Industries (SSMI) relating. to five successive 
years 1949-1953, comes out as 0.43, which when adjusted for replace- 
ment value gives a value of f, = 0.21. 

21. The Census of Manufactures [8] gives an overall average 
of P = 0.6 for the five years 1946 to 1950. This includes some 
investment goods industries, excluding which the income-coefficient 
for factory production of consumer goods would be somewhat 
higher and of the order of 0.7. This figure, however, refers to the book 
value of capital; adjusting by the factor of 3 for replacement v 


alue, 
We get a corresponding income-coefficient for replacement value 
of fi, = 0.35. 
22. 


For agrieulture, very little direct data are available for esti- 
mation of the parameter. We have to use, therefore, the national 
income data on income and investment which yield a figure of about 
1.5 for both agriculture and household enterprises combined. There 
was, however, a large and somewhat sudden increase in agricultural 
production which has pushed up the national income figures since 
1951-52; a part of this increase ig usually ascribed to ‘exceptionally 
good monsoons, and a part may be due to a Statistical correction 
of previous under-estimation in official figures of crop production. 
We have thought it advisable to 


scale down the figure slightly and 
have adopted By = 1.25 as a reasonable value. 
23. I Some fragmentary data are available on the income- 
coefficient in the small and household industries which we may call 


transitional phases of planned economy, that is, the new net ino, 

J H ome genera 
be equal to or even higher than the new investment which $ aay. 
income, 


is associated with this 


3 
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B,. The National Sample Survey, fourth round (April-September; 
1952) gave a value of A, = 2.1. From an earlier survey at Aligarh- 
Harduaganj in 1948, the income-coefficient was found to be about 
2 in rural areas and 1.7 in urban areas. The material supplied 
by the All-India Khadi and Village Industries Board leads to a value 
of 9.8. A Survey of Small Scale Industries in Calcutta in 1952-53* 
had given a much smaller value of 0.94. It had been, however, 
noted in the report that the small enterprises were passing through 
a depression and that there was much idle capacity. The value 
at full capacity would be, therefore, much higher. On the basis 
of the above material, we have adopted a value of Êa = 2 (for use 
in paragraph 28, below). 

24, The estimate of jncome-coefticient of investment for services 
was obtained as a straight average of figures obtained ffom balance 
sheet data released by the Reserve Bank of India [20]. It was 
found that Ó, = 0.45 approximately. 


NUMERICAL VALUES OF CAPITAL REQUIRED 
PER ENGAGED PERSON (0) 


25. We must next consider estimates of 0, the capital needed 
person in the individual sectors under study, In 
the industries producing investment goods (K-sector) the average 
capital needed per person in the five successive rounds of SSMI 
(1949-1953) was about Rs. 6,200 only while the figure relating to 
1953 alone was about Rs. 8,500 (both figures at book value). Ad- 
justing for replacement value, the average value of 0, would come 
to something between Rs. 12,000 and Rs. 17,000 per engaged person. 
26. It must be remembered, however, that India is greatly 
lacking in the basic heavy industries (metals, machinery, heavy 
chemicals, ete.), on which emphasis will have to be given in the near 
future. We therefore, made some calculations on the basis of new 
projects which are being prepared for the Second Five Year Plan. 
We find that the capital needed per worker ranges from Rs. 35,000 
to Rs. 60,000 for industries like iron and steel or machine tools 
` while it is about Rs. 12,000 or somewhat less for industries like 
cement, aluminium, coal and electricity. The appropriate average 
for the sector has to be chosen in accordance with the pattern of 
development of the capital goods industry im the Second Plan. 
As our intention is to expand rapidly the basic heavy investment 


per employed 


* Bureau of Industrial Statistics, Calcutta, 1953. 
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goods industries, we have ‘adopted Rs. 20,000 per person as a reason- 
ule figure for the capital coefficient of employment 0, in this sector. 

27. Large scale industries for the production of consumer goods 
which are included in the Programmes of Industrial Development 
published by the Planning Commission [7] yield an average value 
of 0, of about Rs. 10,000 per person. ‘The adjusted figure from the 
Census of Manufactures for the year 1950 is Rs. 7,528. We have 
adopted Rs. 8,750 as a reasonable estimate of the capital needed 
per engaged person in the large scale factory production of consumer 
goods, 2 

28. For small scale and household industries the following 
material is available on the capital requirement per person, 0. 
The National Sample Survey, third round and fourth round figures 
are Rs. 436 and Rs. 360 respectively. A survey of small scale 
industries at Aligarh-Harduaganj, conducted by the Ministry of 
Industry in 1948, gave Rs. 114 for rural areas and Rs. 465 for urban 
areas. These figures all refer to what are usually called cottage 
or household industries of a traditional type. According to the 
Survey of Small Scale Industries of Calcutta in 1952-53[9], which 
covered mostly the production of components for large engineer- 
ing enterprises, the amount of capital needed per worker was much 
higher and about Rs. 1,200 per person. The unweighted average 
of the above estimates is Rs. 620. For agriculture, some data on 
the cultivation of reclaimed lands and of lands brought under major 
irrigation schemes give the capital per person as about Rs. 6,250. 
Using approximate weights for the small scale industries and agri- 
culture, we got Rs. 2,500 per engaged person as a reasonable esti- 
mate for the sector of agriculture and small scale and household 
industries combined (6,). 

29. For the services sector, the capital coefficient of employ- 
ment (0) was calculated on the basis of outlay and employment in 


education and health schemes, transport services, ete., yielding 
a figure of about Rs. 3,750. 


A NUMERICAL SOLUTION or THE Four-Szoror Mopmr, 


30. We can now get a solution for our four-sector model. On 
the basis of an average rate of investment of 9 per cent (as indicated 
in paragraph 10 above) and from considerations of financial resources 
we adopted, in consultation with the Economie Divisions of the 
Planning Commission and of the Ministry of Finance, Rs. 5,600 
crores as the target of total asset formation during the plan-period 
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of 5 years. We accept) = 5 per cent as the assigned rate of increase 
of national income per year; and N = 110 lakhs or 11 million as 
the number of jobs to be created during the plan period of 5 years. 
We thus start with : } 


Y = initial national income = Rs. 10,800 crores. 
A = total asset formation = Rs. 5,600 crores. 
q = rate of increase of national income = 5 per cent per year. 
N = total new employment to be created = 110 lakhs(= 11 million). 
À, = proportion of investment in industries 
producing investment goods = 0.33 (settled from 
considerations of 


growth over a long 
period). 


We can also write down the sectoral coefficient : 


parameters 


sector description 
ç B 5 


Bk = 0.20, ek = Rs. 20,000 


K basie investment goods 


QA. factory consumer goods bı = 0.35, = Rs. 8,750 
6.2 household industries (including Ba = 1.25, 62 = Rs. 2,500 


agriculture) 
Bs = 0.45, s = Rs. 3,750 


0.3 services 


For a plan-period of 5 years, we then get the following results in 


rounded figures : 


SS iS: 


inerease in 

sectors investment (A) š 

(Rs. crores) income (E) employment 
(Rs. crores) (N) 

(million) 

K 1850 370 0.9 
Gul 980 340 Ll 
0.2 1180 1470 4.7 
C.3 1600 720 4.3 
5610 2900 11.0 


ned the allocation of the total investment 


We have, therefore, obtai 
petween the four broad sectors of the 


and the total man-power 
economy. 
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31. We shall next split up the estimates relating to the combined 
Sector of agriculture and small and household industries into two 
sub-sectors: (1) agriculture, and (2) small and household enterprises. 
For this, we can use a subsidiary system of simultaneous equations 
similar to the one cited earlier. Using the subscript a for the sector 
of agriculture and # for the sector of household enterprises we 
may write the employment created in the two sectors respectively 
as m, and n, and the corresponding parameters as £,, 0, and f,, Op 
Using the numerical values for the combined sector given in the 
previous paragraph, we then have the following equations 
T ET, = Ne = combined employment = 4.7 million, 
Na Oa +m, On = combined investment = Rs. 1,180 crores, 
Pa na Oa+Ên n, 9, = combined increase in income = Rs. 1,470 crores. 
We can now substitute the value of f, from paragraph 23, and of 
6, and 0, from paragraph 28. 


B, = 2, 0, = Rs. 6,250, and 6, = Rs. 620. 
On solution, we get the ratio of increment of income to invest- 


ment for agriculture J, as 1.10; and the allocation of increase in in- 
come, employment generated, and investment as shown below. 


ee 


increment in 


sector investment income employment 
(Rs. crores) (Rs. crores) (million) 
a agriculture 986 1083 1.58 
h household enterprises 194 387 3.12 
1180 1470 4.70 


frame arı i i 
tenis WAGED e ce e are compared in the following 
above. The allocation 
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increment in > 


investment, 
(Rs. crores) income employment 
sector (Rs. crores) (million) 
plan- this plan- this plan- this 
frame paper frame paper frame paper 
K+G.1 2800 2330 710 710 2.1 2.0 
0.2 1150 1180 1470 1470 4.5 4.7 
agriculturo 950 986 1060 1083 1.5 1.6 
household enterprises 200 194 410 387 3.0 3.1 
0.3 1650 1600 720 720 4.4 4.3 
total 5600 5610 2900 2900 11.0 11.0 


nsider certain definitional questions which 


arise in splitting up the figures of investment relating to the sector 
of large scale enterprises, that is, between sector K (industries pro- 
ducing investment goods) and the sector @.1 (factories producing 
consumer goods). Tt has been already pointed out that the inter-/ 
mediate products should be allocated to the two sectors in such 
a way as to obtain the net outputs of both the sectors as final 
products. Since by choice, 33 per cent of Rs. 5,600 crores, that 
is, Rs. 1,850 crores of the total investment 1s allocated to invest- 
ment goods industries, it follows that the remaining Rs. 950 crores 
must go to large scale industries producing consumer goods (0.1). 
ts of investment in the two sectors (Rs. 1,850 


The two above amoun I 
crores and Rs. 950 crores respectively) should conceptually include 


the investments on intermediate goods which are used in respective 
sectors. Further, it is necessary to allocate the investment on 
stocks. For this, we have taken three-fifths of the stocks as trading 
stocks (Rs. 300 crores) and the rest (Rs. 200 crores) as inventories 
of large scale industries. Thus, the investment pattern presented 


in the Plan-frame now works out as follows. 


33. I shall now co 


investment 
sector industry (Rs. crores) 
K basic investment goods 1850 
Gl factory consumer goods 950 
0.2 = (a)+ (h) household industries 1150 
(a). agriculture 950 
(h) household enterprises 200 
G.3 services 1650 
5600 
eS 


50 PLANNING IN INDIA 


34. In the next table the above figures are reconciled with the 
investment figures actually given in Chapter Three, Table (2) of the 
Draft Plan-frame.* The allocation of investments was shown there 
as Rs. 500 crores for electricity (including hydro-electric projects 
combined with irrigation schemes); Rs. 1,400 crores for large scale 
industries; and Rs. 900 crores fox transport (railways, roads etc). 
The total of these three heads comes to Rs. 2,800 crores which may 
be identified with the total of Rs. 2,830 crores for the K-sector and 
the sector 0.1 taken together (as shown in lines 1, 2 and 3 of the 
following Table). This total can be also broken down into an in- 
vestment of Rs. 1,850 crores in industries producing investment 
goods (line 4) and an investment of Rs. 980 crores in this paper or 
Rs. 950 crores in the Plan-frame (line 5). Agriculture and irriga- 
tion (ine 6) have been alloted Rs. 950 -crores in the Plan-frame 
corresponding to Rs. 985 crores in this paper; and household enter- 
prises Rs. 200 crores (line 7 of the following Table). The services 
sector with an allocation of investment of Rs. 1,600 crores has been 
treated as covering all construction work (buildings for schools, 


hospitals, residences, Toads, etc.) and also trading stocks of Rs. 
300 crores. i 


plan-frame this 
sector paper 
public private total (Rs, crores) 
(Rs. crores) 
electricity 450 50 500 
industry (large-scale) 1000 400 1400 
transport (railways, ete.) . 850 50 900 
SE eee 
srir 2800 2830 
4. of which investment goods 1850 1850 
5 pi consumer goods 950 980 
6. agriculture & irrigation 950 — 950 986 
T. household i 
old enterprises _ 200 200 194 
Ieee 
1150 1180 
8. ti i > 5 
construction, ete, 250 1100 1350 
9. stocks 
= 300 300 
1650 1600 
10. grand total aa) =—— 
5600 5610 
* Out of total stocks of 


the Plan-frame, Rs, 
patti present table; 
industry in the Plan-frame h 
(Rs. 200 crores) in Ç 


Table (2) of 
(large scale) 
ded under the head 


enterprises, 
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35. This is as far as our simple model can’take us. Further 
details must be settled from supplementary considerations. For 
example, the four-sector model cannot give any guidance to decide 
the share of investments in the public and the private sectors res- 
pectively. The allocation shown above is based partly on historical 
trends and partly on social policy., Large scale expansion of power 
plants (often in combination with irrigation schemes in river valley 
projects) in recent years has occurred mostly in the public sector 
and railways in India have been mainly State concerns for a long 
time. In the case of electricity and transport most of the in- 
vestments would, therefore, take place in the public sector and has ` 
been shown in this way. On the other hand, there was very little 
jes in the public sector during the First Five 
Year Plan, The bigger share has been, however, reserved for 
the public sector in the Plan-frame because it is considered desirable 


to develop the basic industries (minerals, steel, heavy machines, 


heavy chemicals etc.) as quickly as possible which would be faci- 


litated if such basic industries are State enterprises. 


of large scale industr: 


APPENDIX TO CHAPTER 4 


TECHNICAL NOTE ON THE PATTERN OF THE GROWTH 


OF THE ECONOMY 
Two-Srcror MODEL 


e 


1. In the two-sector model the pattern of the growth of the 
economy depends on the initial rate of investment (which is given), 
the values of f, and f, the income-coefficients respectively in the 
industries producing capital goods (K-sector) and in the industries 
producing consumer goods (C-sector) which are determined by 
technological factors and conditions of production and are not at 
the choice of the planner, and on Àp, the fraction of the total invest- 
ment allocated to industries producing capital goods (K-sector) 
with the remaining share of investments A (= 1—A,) going to in- 


dustries producing consumer goods. 


2. The value A, = 1/3 was adopted on the basis of the pattern 


of growth emerging from certain values of fr and f, which were 
considered to be reasonable estimates of these parameters under 
Indian conditions. If the real values of Ê, and Á, happen to be 
different from the values used in the model then the actual pattern 
of growth would be different from the pattern assumed to be true 
in the Plan-frame, The effect of a change in J, or f, can be studied 
numerically without any difficulty. I 
tables to indicate the differences in the 
economy. ‘Tables (A-1), (A-2) and (4-3) are appropriate to values 
of #, = 0.15, 0.20, 0.25 respectively; and Table (A-4) gives some 
extreme values to illustrate boundary conditions. 

3. Tt is seen from Tables (A-1) and (A-2) that for any value 
of f, (with given Êr) the growth of the economy is slower 
values of A, upto a critical period. Once the critical 
passed the higher the value of A, or ó, (or of both) the quicker 
is the growth of the income over a long period of 20 or 30 years 

4. Tt is not necessary to go into the details of the present tables 
but I may illustrate their use in one particular case. Columns (2) 


am giving four specimen 
pattern of growth of the 


for larger 
period is 
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increased from 0.1 to 0.3. Secondly, the value of Á, is bound , 
to be higher and may be safely taken as 0.5 in which case the 
income will easily double in 20 years. If £, increases under planning 
to 0.75, income would increase two and a half times in 20 years. 
5. Professor J. B. 8. Haldane considered the question of maxi- 
mization of national income in the above model in a paper received 
in March 1954 which was printed in Sankhya, Vol. 16, Parts 1 & 2. 


Four-Srotor MODEL 


6. In the Plan-frame it is estimated that the volume of new 
employment would be about 11 million consisting of about 2.1 
million in the large-scale (capital-intensive) industries, 4.5 million 
in agriculture and small and household (capital-light) industries 
and 4.4 million in the services. These estimates are based on the 
following values of the income-coefficients of investment (As) and 
the capital required per engaged person (0's) for the different sectors. 


sector of the economy sectoralincome- sectoral value 


coefficient of capital per 
symbol description of ey engaged person 
(1) (2) (3) (4) 
K large-scale industries producing 0.20 Rs. 20,000 
investment goods 
G.1 large-scale industries producing 0.35 » 8,750 
consumer goods 
0.2 agriculture and smal] and house- 1.25 » 2,500 
hold industries 
0.3 services (health, education etc.) 0.45 J. 8,750 


7. If the targets of employment are changed from those given 
in the Plan-frame then the estimates of investment and income 


would also have to be changed in an appropriate manner. How- 
` ever, the accuracy of all such calculations depends on the accuracy 
of the adopted values of fs and 6’s. If the actual values of Bs 
and 0's (which are contingent parameters determined by techno- 
logical factors and conditions of production and cannot be settled 
at the choice of the planners) happen to be different from those 
used in the Plan-frame then the derived estimates of employment, 
investment, and income would all haye to be changed in an appro- 
priate way. It is possible to study the effect of using different 
sets of values of ’s and 6’s. Numerical solutions to the model 


8 
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used in the Plan-frame ‘nave been obtained; and calculated values 

“of employment, investment, and income are given in columns (5), (6) 
and (7) respectively of Table (A-5) (vide p. 60) based on the 
respective values of /’s and 0's given in columns (3) and (4) of the 
same table. 7 

8. Let us suppose that the values of all 0's are doubled but 
É’s remain the same, and the total fund to be invested also remains 
the same, namely, Rs. 5,600 crores. From lines 1-5 of Table (A-5), 
it is seen that the rise in national income can be large, about 6 per 
cent per year if we are satisfied with a low target of employment 
of 6 million (with a very high figure of 4.3 million in agriculture 
and small and household industries and a very low one of about 
half a million in the services). 

9. Keeping the £’s the same, if the 6’s are changed to Rs. 30,000, 
Rs. 13,125, Rs. 3,750 and Rs. 5,625 for the 4 sectors respectively 
(lines 6-10), it is still possible to have an increase of income of 6 per 
cent per year together with new employment of 8 million out of 
which 1.5 million would be in large scale factories, 5.8 million 
in agriculture and household production and 0.7 in services. With 
the above values of £’s and @’s it is also possible to achieve 6 per 
cent rise in income per year and new employment of 9 million over 
5 years with, however, only 0.67 million in large scale factories 
together with 5.4 million in agriculture and household enterprises, 
and 2.9 million in services (lines 11-15), Employment can be in- 
creased to 10 million only if @’s can be lowered to Rs. 26,600, 
Rs. 11,638, Rs. 3,325 and Rs. 4,988 as shown in lines 16-20 of 
Table (A-5). 

10. Let us next consider a case in which £’s have lower values, 
namely, 0.15, 0.25, 0.75, 0.30 respectively, and @’s have higher 
values, namely, Rs. 40,000, Rs. 20,000, Rs. 5,000 and Rs. 10,000 
respectively (lines 21-25) but the total investment is the same, Rs. 
ss n This represents a more unfayour- l 
to attain a rate of RS Ea ee ee poeta 
however, a low tar: t A ARES ER oont [yz eet vtan 

F get of employment of 7 million with heavy con- 
centration of 5.7 i iculttire and household industries, 


| factories, and 0.72 million in services. 
Using the same values of £’s and 0's as 
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(lines 26-30). Using the same values of £’s but with another set ` 
of values of 6’s (lines 31-35) it is still possible to have new employ- 
ment of 7 million. 

11. In more favourable cases with higher values of £’s and lower 
values of 6’s (lines 36-40) it is possible to have an increase of income 
of about 6 per cent per year with new employment of 13 million 
out of which 2.3 million would be in large scale factories. If the 
to 12 million then a much larger number, 
» factory industries (lines 41-45). With 
somewhat higher values of f?s but the same values of 6’s and the 
same investment of Rs. 5,600 (lines 46-50) it is possible to attain 
cent increase in’income per year and new employment of 
which 2.6 million would be in large factories. 
and investment figures are the samo as in the 
Plan-frame and s also have the same values but 20 per cent less 
employment needs to be created then it is possible to work with 
higher values of ’s (lines 51-55). On the other hand, in the same 
situation, if 20 per cent more employment has to be created, then 
the values of 0's must be much lower than those assumed in the 
Plan-frame (lines 56-60). 

13. If f’s and 6’s retain the same values as in the Plan-frame 
but 20 per cent less employment has to be created then a much 
lower investment of Rs. 4,500 would be sufficient with, however, 
ate of rise of income of 4 per cent per year (lines 61-65). 
n 20 per cent more men require to be employed 
then the investment would have to be increased to Rs. 6,700 crores 
with an increase of income at the rate of a little over 6 per cent per 

ible in the same way to work out 


year (lines 66-70). It is possi 
appropriate numerical solutions to study the effect of other values 


of the parameters or of the variables. 


total employment is reduced 
3 million, can be absorbed ir 


a 6 per 
12 million out of 
12. If the income 


a smaller r: 
Tf in the same situatio: 


g VALUE or Ü-COBFFIOIENTS 


14, It has been already pointed out (Chapter 4, para 18, p. 43) 
that the average value of f is likely to be appreciably higher in a 
planned economy as production would continue, in principle, at 
full capacity. One aim of planning would be to chose A,’s in such 
a way as to make / as large as possible over a long period. 
Although the Aps are not independent, (being connected through 
inter-industry relations), some improvement in the overall pattern 
of production would be usually possible by an optimum utilization 
of resources at the given level of investment. For example, 


CHANGE IN TH 
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` TABLE (A-5): EXPECTED VALUES OF EMPLOYMENT AND INCOME : 
FOUR-SECTOR MODEL x 


sector sectoral capital employ- invest- income 


serial of income per ment ment (in Rs. remarks 
no. economy coeff- engaged (in (in Rs. crores) 
(i) cient person million) crores) 
(W) (m Rs.) 
(0i) | 
0 (2). (3) (4) (5) (6) (7) (8) 
K 0.20 40,000 0.46 1,848 370 
2 (sl 0.35 17,500 0.68 1,193 418 34 p.c. increase in 
3 0.2 - 1.25 5,000 4.34 2,167 2,708 income 
4 0.3 0.45 7,500 0.52 392 176 
5 total 6 .... 6.00 5,600 3,672 
6 Ke ® 0.20 30,000 0.62 1,848 370 
zi G1 0.35 13,125 0.91 1,193 418 34 p.c. increase in 
8 0.2 1.25 3,750 5.77 2,167 2,708 income 
9 0.3 0.45 5,625 0.70 392 176 
10 total 8.00 5,600 3,672 
11 K 0.20 30,000 0.62 1,848 370 
12 C.l 0.35 13,125 0.07 88 31 34 p.c. increase in 
13 0.2 1.25 3,750 5.40 2,028 2,535 income 
14 0.3 0.45 5,625 2.91 1,636 736 p 
15 total Anns 9.00 . 5,600 3,672 
16 K 0.20 26,600 0.69 1,848 370 | 
17 0.1 0.35 11,638 0.20 235 82 34 p.c. increase in | 
18 0.2 1.25 3,325 6.16 2,047 2,558 income 
19 0.3 0.45 4,988 2.95 1,470 662 
20 total TEG Sond 10.00 5,600 3,672 
21 K 0.15 40,000 0.46 1,848 277 
22 0.1 0.25 20,000 0.12 249 62 25 p.c. increase in 
23 0.2 0.75 5,000 5.83 2,910 2,183 income 
24 0.3 0.30 10,000 0.59 593 178 
25 total A se 7.00 5,600 2,700 ‘ 
2 K 0.15 40,000 0.46 1,848 277 
27 GA 0.25 10,000 0.97 966 242 20 p.c. increase in 
28 C2 0.75 5,000 3.58 1,790 1,342 income 
29 TOS 0.30 5,000 1.99 996 299 
30 total à -= 7.00 5,600 2,160 
31 K 0.15 30,000 0.62 1,848 277 
32 0.1 0.25 -10,000 0.19 192 48 20:e inorena i 
33 0.2 0.75 5,000 4.33 2,168 1,626 ions aso in 
34 0.3 0.15 7,500 1.86 1,392 209 
35 total aes 7 


+» 7.00 5,600 2,160 | 


TABLE (A-5) EXPE! 
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CTED VALUES OF EMPLOYMENT AND INCOME : 
FOUR-SECTOR MODEL (conid.) 


sector sector capital employ- invest- income 
serial of income per ment ment (in Rs. remarks. 
no. economy coeffi- engaged (in (in Rs. crores) 

(ë) cient Bana) million) erores) 
š (8) (in Rs. ! 
(0i) 

a) (2) (3) (4) (5) (6) (7) (8) 
36 K 0.25 20,000 0.92 1,848 462 
Cu O:1 0.40 7,500 1.41 1,055 422 30 p.c. increase in 
38.2 1.50 2,000 5.04 1,008 1,511 income 
39 0.3 0.50 3,000 5.63 1,689 845 
40 total ... 13.00 5,600 3,240 
41 K 0.20 20,000 0.92 1,848 370 q 
42 1 o5 7500 2.06 1,545 54l 25 p.c. increase in 
T 02 125 2,000 4.98 996 1,244 income 
44 0.3 0.45 3,000 4.04 1,211 545 
45 total a. 12.00 5,600 2,700 
46 K 0.25 20,000 0.92 1,848 462 
47 0.1 0.40 7,500 1.72 1,288 515 30 p.c. increase in 
48 0.2 2.00 2,000 3.44 687 1,375 income 
49 0.3 0.50 3,000 5.92 1,777 888 
50 total - . 12.00 5,600 3,240 
51 K 0.20 25,000 0.74 1,848 370- investment and in- 
52 0.1 0.35 11,000 0.85 935 327 como as in plan- 
53 0.2 1.25 3,125 3.74 1,169 1,462 frame; 20 p.c. less 
54 03 046 4750, 3:47 1,648 741 employment: 
55 total ° ia 8.80 5,600 2,900 
56 SE 0.20 16,667 1.11 1,848 370 investment and in- 
7 Gl 0.35 7,800 1.31 955 334 come as in plan- 
58 0.2 i25 3090 5.60 1,172 1,465 framo; 20 p.c. more 
59 0.3 0.45 3,140 a nae . ie employment. 
60 total 13.20 | 5 
61 K 0.20 20,000 0.74 1,479 296 Bs and @’s as in plan- 
62.1 ih ME OGD. E Vis | Bee DU ne sn 
63 0.2 1.25 2,500 3.76 940 1,175 employment, inyest- 
64 0.3 0.45 3,750 3.40 fae 4 aa ment and income. 
65 total 8.80 4,4 s 
66 K 0.20 20,000 1.11 2,218 444 B’s and 6’s as in 
67 01 0.35 8,750 1.35 1,178 412 plan-frame; 20 p:c. 
68 0.2 1.25 2,500 5.64 1,411 1,763 more of employment, 
69 0.3 0.45 3,750 5.10 1,913 861 investment and in- 
70 total 13.20 6,720 3,480 come. 
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> appreciable savings in transport may accrue through a properly 
planned location of units of production. ' 

15. The value of ñ would also depend on the rate of investment 
and on the stock of capital already accumulated. With a low 
rate of investment and a small stock of capital it would not be pos- 
sible to utilize the resources in a complementary way to the fullest 
extent owing to indivisibilities in the scale of production. The 
higher the rate of investment and the greater the stock of available 
capital the greater is the possibility of making the fullest use of the 
tesources mobilized in the plan. As already pointed out (Chapter 
4, footnote 2, p. 43) in a country (like US A) with a very high 
stock of capital it may become progressively easier to secure external 
economies and hence to have higher values of £. In India an impor- 
tant object of planning must be to increase the rate of investment 
and to build up quickly a large stock of capital which may, in its 
turn, lead to an increase in the value of £. Technological improve- : 
ments in methods of production would also increase the value of 
B. When any technological improvement occurs either in a research 
institution or in a particular enterprise it would be possible to in- 
troduce the improved method quickly on an extensive scale in a 
planned economy. At any given rate of investment and with a 
given stock of capital, for reasons explained above, the value of 
B is likely to be higher under planning. 

16. The value of the -coefficients may, 
to rise in India with the progress of pl 
any given amount of total assets formatio 
crores) and with any given set of value 
example, those used in this paper) theri 
an optimum allocation of resources in re 
tives (such as an increase of employmen 
range rate of increase of income of 5 per c 
of the -coefficients turn out in practi 
then the solution used in the plan w 
but may still serve as 
tables giv 


therefore, be expected 
anning in future. With 
n (for example, Rs. 5,600 
s of the -coefficients (for 
° would be, in principle, 
lation to the basic objec- 
t of 11 million and a long 
ent per year). Ifthe values 
ce to be somewhat different 
rue optimum 
The illustrative 
ad type of allocation used in 
fairly efficient. That is, the 
is likely to be suitable, for the 
IA su dota a good deal of scope for adjust- 
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CHAPTER 5 
SUPPLEMENTARY CONSIDERATIONS 


1. The estimates of production, employment, income, and 
investment are given in the Draft Plan-frame by much finer cate- 
gories than we have considered so far. Certain supplementary 
considerations have been used to derive these figures (which cannot 
be obtained from my theoretical model but are consistent with 
it). One basic step was to calculate the increase in demand of 
important consumer goods (cereals, cloth, sugar, etc.), which would 
be generated as a result of the (assigned) increase of 27 per cent 
in the national income in 5 years. This was done with the help 
of appropriate Engel elasticities* calculated on the basis of the 
National Sample Survey data. With the knowledge of the figures 
obtained from the solution described above, the targets of produc- 
tion were then fixed for the investment goods on partly a priori 
grounds, and for consumer goods on considerations of the anticipated 
additional demand. For some services, like transport, the targets 
were derived on the basis of targets of other sectors. 

2. On the basis of this trial set of targets, the required invest- 
ment and the employment generated were computed for individual 
targets by making use of appropriate technological coefficients. 
Also, the national income in 1952-53 was carried forward to 1955- 
56 and 1960-61 by making use of the physical production targets 
(the income arising from individual targets having been computed 
). For certain major commodities like cement, steel, 
and heavy chemicals, the consistency of the trial 
cked; for example, it was examined whether the 
production target for cement was equal to the demand for cement 
implicit in the levels of other targets. ‘Then the trial targets were 
aggregated by sectors; and the calculated values of employment, 
income, and investment were checked against the solution. Natural- 
ly, a number of discrepancies were found in the beginning which 
necessitated changes in the targets. But gradually, by the method 
of repeated trial and error, a set of targets was obtained which was 


separately 
coal, electricity, 
set was then che 


* fontative values of Engel elasticities have been given in a Working 
piper No. 8 f the Institute series on Plannng which was circulated in a mimeo- 


graphed form in December 1954 and is now in the press. 
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consistent with the solution. Speaking broadly, this set of targets 
has been reproduced in the Plan-frame. Also, the figures of national 
income, employment, and investment as given in the Plan-frame 
werecomputed on the basis of the given set of targetsin the manner 
described earlier, 

3. To get the initial set of trial targets, a good deal of considera- 
tion was given to the physical resources and scarcities, existing 
economic conditions, and the opinion of various authorities on the 
desirable or possible increase of production during the plan period. 
For example, I have already mentioned that to instal a million ton 
steel plant at a cost of about Rs. 100 crores (Rs. 1000 million) it 
is necessary to import at present machinery to the value of about 
Rs. 45 or Rs. 50 crores. I have proposed in the Plan-frame that 
high pricrity should be given to establishing a heavy machine 
building industry to fabricate machinery required to produce steel 
and other investment goods. Once the heavy machine building 
industry is established it would be’ possible to increase investments 
progressively without depending on imports. Again, the supply 
of copper is short but India has large reserves of bauxite. It is 
logical to increase the production of aluminium to a sufficient extent 
to enable copper being replaced by aluminium in the electricity 
industry. I have Suggested that production of aluminium should 
be increased from 4,000 tons to 40,000 tons per year in the Second 
Plan to supply a base for the development of electricity and for 
other purposes. In the field of agriculture and animal husbandry 
it was considered more important to improve the nutritional quality 


of the diet than to increase the total intake of calories. Similar 
considerations prevailed in de 


neither possible nor necessary t, 
4, There were 
broader type, I 


which we recognize to h 
of planning whi 
That is, we are 
political, economic, and cultural value 


- Once we accept this frame work 
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In our view, the proper function of the theoretical model is to supply 
some broad general guidance leaving the details to be settled from 
supplementary considerations.* This gives flexibility to the ap- 
proach, and the scope to adjust the details in accordance with prio- 
rities to be reached by agreement through discussions. It is also 
clear that the theoretical niodel (being purely technological in 

cessarily neutral to questions of social or adminis- 


character) is ne 
trative policy. Here also we must give proper attention to methods 


which are likely to be of help in attaining the desired objectives. 
That is, it is neceasary continually to refer to what I have called 
the “supplementary considerations” in making decisions about 
the Plan-frame. 

6. Some of these wider considerations have been indicated 
in the Plan-frame and some others are given in the Joint Secretariat 
orandum prepared by the Panel of Economists. 
Tt is not necessary to repeat them here. In view of the importance 
of industries, I have made certain observations on the future pro- 
gramme of industrial development in the next chapter. Here 
I may give some other examples. 

7. Consider health services. There are at present about 65,000 
fully qualified (six-year trained) doctors in India. Most of the doc- 
tors reside in urban areas; and it is believed that in the rural 
areas there is, on an average, only one qualified doctor for twenty 
thousand persons. Even this distribution is not uniform, In 
some States the proportion is probably much smaller. About 
two thousand six-year trained doctors are turned out in India 
, and the cost of training each doctor is about forty 
Under existing conditions it may take 
60 or 70 years to provide one doctor for every two thousand persons 
in the rural areas on an average (a modest target compared to one 
doctor for 700 or 800 or 1000 persons in USSR, or UK, or USA). 


paper or the mem 


every year 
or fifty thousand rupees. 


Le ie fa 

i models useful in planning (just as the thermo-dynamical 
a oo RT aoe physics) in revealing the broad characteristics of the system 
eee consideration without getting Jost in the details It is clearly out of ques- 
tion to use any complicated model in India in the near future. Statistical data 
sora material arè much too meagre. However, when reliable informa- 
mes available for a very large number of industries or sectors, 
1 of experience has been gathered about the effect of 
2 < ned economy, it may become possible to reach quite 
VO 36055 to ractical problems of planning without any recourse to mathe- 
goon aooaa This is what seems to have happened in the USSR where planning 
eee ae mowed with t r a unt of detailed and up-to-date 
statistics and the use of “balances” (basically something like input-output analysis), 
but without any mathematical models. 
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I have thought it desirable, therefore, to include in the Draft 
Plan-frame a proposal to bring some health service to every homein the 
country within a reasonable time, possibly in 10 or 15 years (instead 
of providing an exclusively high quality service to a very small 
fraction of the population), by establishing two new cadres of 2-year 
and 4-year trained health assistants’ as a first step to a national 
health service throughout the country. In addition to public health 
duties these health assistants would be given training to provide 
routine treatment in minor ailments. One 6-year trained physician 
would be in charge of a group of 5 or 6 health assistants; the latter 
would be provided with bicycles and would be instructed to contact 
the physician in difficult cases. The cost of training the health 
assistants would be much less. Also, it would be possible to turn 
out twelv2 or fifteen thousand health assistants per year so that one 
health assistant could be placed in charge of, say, every five villages 
in the course of about 10 or 12 or 15 years. At the same time, 
the number of 6-year trained should, of course, continue to be in- 
creased as fast as possible. 

8. Let us consider another example: improvement in the effi- 
ciency of Government machinery. Our theoretical model is neutral 
because it does not include any variable 
ing to the type or the efficiency of the administrative machinery, 
It is our knowledge of the defects and delays of the existing system, 


and our general appreciation of the level of efficiency which would 
have to be attained in t 


would be practically impossible without a thorough decentr: 


of administrative and financial powers. In future the efficiency 


ults; and suitable incen- 
y. Our appreciation of 
partly on the experience of other 
a good deal of experimentation will have 


° System suited to Indian conditions and 
requirements, 


9. The recommendations in the Plan- 
programme is very general. There is urgen 
work being done, on the basig of technical coefficients, to formulate 
the requirements of technicians at various levels Sah to formulate 


appropriate training programmes to meet the demand ; 
10. Also consider š 


frame on the training 
nt need of much detailed 
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would be started during the Second Plan» Our theoretical model 
does not and cannot say that a particular industry should be included 
in the public sector, while some other industry should be included 
in the private sector. Our basic recommendations in this matter 
are guided by the need of general Government control over the entire 
economy of the country. This is also in keeping with the Industrial 
Policy Resolution of the Government of India of 1948, reaffirmed 
in December 1954, and is in keeping with the resolution of the Lok 
Sabha of December 1954 and the Avadi resolution on socialistic 
pattern adopted by the Congress Party in January 1955. 

11. Again, consider the question of raising adequate financial 
resources for investment. Our theoretical model cannot give any 
specific guidance. Our recommendations are based on preliminary 
studies made by experts in public finance; but it is only proper 
to admit that much detailed studies would have to be undertaken 
in this field in the immediate future.* At this stage, our main 
‘task has been to work out a tentative solution in real terms, leaving 
it to the financial experts to work out the details of the monetary 
counterpart. -We have taken our stand on_the obviously true 
proposition that if something can be shown to be feasible in physical 

he financial and fiscal machinery can always be ad- 


terms, then t 
justed to supply a satisfactory monetary counterpart (provided 


there is no difficulty in making necessary institutional changes). 
I agree that models should be elaborated to include the monetary 
counterpart. This would enable us to set targets not only of produc- 
tion but also of the price level. Until this is done other ad hoc 
methods have to be used. 

12, I would like to recapitulate the basic features of the Plan- 
frame. We start with a given total investment over the plan period 
(Rs. 5,600 crores), a given rise of national income (5 per cent per 
year), and an assigned large volume of new employment to be 
created (110 lakhs) during the plan period together. with a steady 
improyement of income in future. Our solution indicates a large 
increase in investment in industries producing investment goods, 
a small rise in investment in factory industries producing consumer 


goods, considerable activation of all capital-light small and 


ay a — 

* Iti a1 in my view, to broaden the base of taxation by introducing 
au R is. nega, wealth, and expenditure and by extending and increasing 
customs ea excise duties. The two objectives should be first, to raise adequate 
financial resources} and, secondly, to remove disparities of opportunities and of 
level of living. 
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household enterprises, aad a fairly large increase in various services. 

This solution is not intuitively obvious, and depends both on the 

validity of the analytical methods used as well as on the approxi- = 
mate accuracy of the values of the parameters adopted. The ad- 

vantage of putting the whole thing in this form is that the reader 

can check the validity of the solution. 
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CHAPTER 6 
INDUSTRIAL DEVELOPMENT 


Basic Heavy INDUSTRIES 

1. India has very little of heavy industries for the production 
ctor contributes something like perhaps 
one per cent to national income. The Plan-frame has stressed the 
need of establishing and expanding the basic industries to manu- 
facture heavy machinery with all possible speed. This would enable 


India to instal new plants for the production of steel, cement, and 
ods with the help of machinery ‘manufac- 


of investment goods; this se 


other investment go 
d in India out of domestic resources and to produce in increas- 


y required for mineral prospecting and 
electrical appliances, railways and 
other forms of transport, and for the production of consumer goods 
generally. India has bigger reserves of high quality iron ore than 
any other country of the world (three-times more than either the USA 
or the USSR) and also coal and large possibilities of increasing the 
production of electricity. The object of expanding the basic heavy 
industries would be the continuing expansion in future of the 
production of both investment and consumer goods with the help 
of modern machinery driven by power. 

2, This would require a large amount of capital goods much of 
which will have to be imported in the beginning. India’s present 
dependence on imports of capital goods is a fundamental structural 
weakness which must be corrected as quickly as possible. It would 
be obviously more economical from the national point of view 
to produce in India as much heavy machinery as possible because 
this would ensure a supply of capital goods which would make 
India increasingly independent of imports and would strengthen 
India’s position in the world market. In my opinion, the develop- 
ment of the heavy machine building industry is so important that, 
if necessary, targets of even steel, coal, or transport should be re- 
duced to give higher priority to heavy machines because this would 
facilitate a much quicker rate of industrialization after four or 


five years. 
3. The heavy machinery indu 
For rapid industrialization of an 


ture 
ing quantities machier, 
mining, hydro-electric projects, 


stry should be in the public sector. 
under-developed country it would 
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be desirable to keep thè cost of capital goods as low as possible. 
The further removed the type of capital goods under consideration is 
from the production of final consumer goods, the greater is the need 
of keeping the price low. Heavy machinery which would manufac- 
ture machinery to produce investment goods is the furthest removed 
from the consumption end. It is essential, therefore, that Govern- 
ment should have complete control over the heavy machinery 
industry so as to be able to fix prices to suit national needs. Such 
control would enable Government to.shape the future pattern of 
industrialization through a properly planned programme of produc- 
tion of heavy machinery. If imports are properly regulated, it 
would be also possible to influence the pattern of investment in the 
private sector through Government policy in respect of the produc- 
tion and price of heavy machinery for that sector. 

4. Tt is neither necessary nor desirable that India should try 
to become completely self-sufficient in the production of machinery. 
India should, however, acquire both the means of production and 
technical knowledge to be able, if and when necessary, to manu- 
facture essential investment goods within the country. This is 
necessary for economic independence. But under normal condi- 
tions India should continue to purchase abroad such machinery 
and capital goods as it would not be economic from a national point 
of view to manufacture in India. On the other hand, India should 
also develop in the course of time the production of specialized 
machinery for which there would be an external market. ‘The policy 
should be to encourage both imports and “exports of machinery 
and capital goods which would be of mutual benefit to India and 
other countries, ; 

5. In the field of mechanized production India should encourage 
automation, that is, the use of automatic and electronically con- 
trolled machines, to the fullest extent possible. There would be 
meny advantages. The requirements of highly trained and ex- 
pend technical personnel wuld be appreeiatiy redace ei 
r aan 1 ae ee ee is more important, 
nde Pet u oc ee he high quality of the product 
yah ae eS ERS te and would reduce rejections 
would facilitate workin e i EA “OY ane Recs 
oo oss vee er ees programmes, The capital 
an as bo a E e, 5. course, much higher which may, 
ing and A piination of w: Posten: Dy ee ee account of train- 

astage. One serious disadvantage would 
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be the greater rigidity of an automatized system of production in 
which it would be difficult to introduce improvements of technique 
in a piecemeal fashion. The automatized system, even if only 
obsolete in parts, would have to be either scrapped or continued 
without any change. In spite of such difficulties India may benefit 
much by the use of automation from an early date, and possibilities 
in this direction should be continually explored. 


SMALL-SCALE AND HOUSEHOLD PRODUCTION 


6. The long-term aim would be to use as quickly as possible the 
most technologically advanced machinery for the production of 
both investment and consumer goods. This is not immediately 
possible because of the lack of a sufficiently broad base of heavy 
industries. It is, therefore, necessary to plan for a transition phase, 
in which preference would be given to capital-light and labour- 
intensive small scale and household industries to create as: much ` 
employment as possible in the immediate future and, at the same 
time, to release capital resources for the heavy industries. How- 
as the economy expands and employment increases the 
to labour-intensive but low-efticiency pro- 
As the supply of power, machinery and 
other capital goods increases, a gradual and steady change-over 
would be made to more efficient forms of production by the in- 


creasing use of machinery driven by power. 


ever, 
need of giving preference 
duction would decrease. 


Porrcy or GREATEST DISPERSAL OF PRopuction 
7. It is, however; neither necessary nor desirable to copy the 
s in the more advanced countries of America and 
trate production in large factories. On the 
a, in my opinion, would be to adopt 


development 
Europe and concen 


contrary, the wise policy in Indi 
a policy of the greatest dispersal of industrial production. 


8. This would, of course, include geographical dispersal, that is, 
locating units of production in such a way that the different regions 
of India can share equitably in the programme of production. 
Specialized regional resources and economy of transport must 
receive proper consideration; but planning should be deliberately 
aimed at achieving a broad parity in the level of production and 
of living in the different regions of India and preventing the for- 


mation of depressed areas. 
9. But this is not all. 
all industries into two broad 


It would be desirable to try to classify 
groups. One, in which the physical 
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scale of production would have to be large; for example, steel, cement, ` 
railway rolling stock, fertilizers, heavy machinery, motor cars, an- 
tibiotics, etc. In such cases large factories must be established. 
It would be desirable to do this in well-planned new industrial 
towns with adequate housing, schools, medical clinics, hospitals, 
and facilities for sports and cultural activities not only for the 
workers employed directly in the planned factories but also for 
other people who would come to live in the new town for subsidiary 
occupations. The capital cost of large and medium factories 
established in this way would be high but the additional expendi- 
ture would be a social obligation. 

10. The second type of industries would be that in which pro- 
duction is technologically possible in small units. In the case of 
these industries preference should be given to the smallest units 
which are economical from the point of view of the nation as a 
‘whole. Consider, for example, the traditional highly skilled artistic 
handicrafts of India such as, Banaras or Patola textiles, Kashmir 
shawls, silver and gold work, metal work of Moradabad or Bidri, 
ivory and wood carving, Midnapore and Masalipatam mats, artistic 

-leather work, ete.; every one would agree that India should try 
to preserve and encourage these handicrafts. There is a good 
deal of scope and need of improving efficiency of production by 
developing specialized small tools driven by power which would 
lighten the manual labour. There is no reason, for example, why a 
metal box should not be pressed out by machinery and the artistic 
part of the work done by hand. Efforts should be made to improve 
the design from a functional point of view and to introduce standards 
of quality. 

ITs #1 have much more in view. I believe it would be possible 
to produce economically in small units many articles which are 
oy manufactured in large factories. The large factories at present 
ee ae are not available to small scale and 
of machinery fee He $ ner important advantage is the use 
adopted then arran ae ri tenes eres een 2 
machinery driven A rent ths ee SAPP n 
aa a À k ne sal scale and household enter 
should be large. With the ør E ga > oinei machines 
began to be established in is “wes Sete DURES 
was more and more directed ae numbers, the mind of the inventor 
suit the big factories b s aus of production which would 

g ecause such factories (and not small producers) 
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were in a position to offer large financial incentives for new inven- 
tions which would increase their efficiency of production. Under 
capitalism the trend of inventions was, therefore, towards large 
units. The increasing use of electronic technology has, however, 
already changed the direction of invention towards smaller machines 
in miany fields. Also, in large factories in many cases, machines 
are comparatively small in size and are looked after by one or two 
persons. In such cases it is even now possible to set up small 
independent units of production. Under planning incentives 
can be offered for the invention of small but efficient machines. 

12. Secondly, large factories are usually able to raise capital 
or borrow money at low rates of interest, purchase raw materials 
at competitive prices, and enjoy good facilities for marketing which 
are often under their direct control. The small scale and house- 
hold enterprises are greatly handicapped in this respect. They 
have difficulty in securing credit and even when they are able to 
borrow money, they are obliged to pay high rates of interest. ‘Their 
supply of raw materials and tools is uncertain; also they are some- 
times obliged to pay unreasonably high prices. They have very 
little marketing facilities; and are usually exploited by middlemen. 
Tf Government can arrange to supply credit, raw materials, and 
marketing facilities to the small scale and household industries 
then their efficiency of production would be much improved, and 
they would be able to compete with large factories in many cases. 

13. The large factories also enjoy many external economies 
the cost of which is borne by the tax-payer. Most of the large 
factories are located in or near large towns and cities; and the 
s usually do not offer housing, education, medical 
amenities for their workers. There are, of course, 
and large most of the privately owned factories 
authorities for such facilities. The cost of 
drainage, transport are not charged to the 


factory owner 
care and other 
exceptions; but by 
depend on the public 


roads, water, electricity, 
factories. If the large investments required for such purposes as 


well as maintenance expenses are taken into consideration then 
it may be found in many cases that the social cost of factory produc- 
tion is much higher than the cost as it appears in the factory ac- 
counts. In addition there are intangible costs which cannot be 
expressed in terms of money such as the misery of slum life, evils 

kers having to live away from their families, 


arising from the wor 
and other adverse social repercussions. If all economic, social 


and human costs of large factories are properly taken into account, 
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in many cases it would be preferable, from the point of view of 
the nation as a whole, to substitute production in small scale and 
household enterprises. 

14. As electricity begins to reach the villages (or with the help 
of small steam or diesel engines) it would be also possible gradually 
to convert the small and household enterprises in the villages into 
high efficiency and low cost mechanized units of production. This 
would avoid the heavy expenses which would be incurred for urba- 
nization if the same production had to be arranged in large factories. 
There would be also large savings in transport and other overheads. 

15. In small cooperatives or in self-employed household enter- 
prises the workers would be able to work much longer hours than in 
factories; also, some of the members of the household would do part- 
time work so that there would be practically double shift operation. 
Working at home or very near home in the villages would be less 
fatiguing than in factories because the workers would be able to take 
Some rest as and when necessary. Household activities and family 
life would not be disrupted. 

16. Dispersal of production in small units in villages or small 
towns would be particularly suited to social and economic condi- 
tions in this country. India has many geographical, linguistic 
and ethnic regions with large differences in climate, food habits 
and social customs. It is difficult to transfer surplus labour from 
one part of the country to another. There is practically no mi- 
gration from villages in one region to villages in other regions. 
Labourers come from villages to work 
a good number is seasonal who go back tı 


9 their villages at the time 
of peak loads of agriculture. 


‘ If mechanized industrial occupations 
can be established in the country, many of the labourers would 


stay in or near villages which would ensure an adequate supply 
of agricultural labour at peak-loads, 
in the transition phase, 


it is desirable to adopt a deliberate policy of “back to the village” 
in, however, a new form in which electricity (or small steam or diesel 


engines) and modern machinery would be i i 
for industrial production. Mae rs 


w The future policy, in my opinion, should be to establish 
and bring all large units 


ee of production under direct Government 
control; to develop enterprises of a medium size on a cooperative 


in towns and cities; but . 
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basis; and leave small units of production td household enterprises. , 
Such a policy of dispersal would have political advantages. It 
would tend to create a large number of household or small scale 
enterprises which would be organized more and more in the form 
of cooperatives and would supply a sound foundation for a demo- 
cratic society. It would avoid, on one hand, the disadvantages 
of heavy concentration of financial power in the hands of a small 
number of monopoly capitalists; and, on the other hand, would 
also avoid the rigidities of a highly centralized, bureaucratic ad- 
ministration. Through a policy of industrial dispersal it would 
be possible to combine the advantages of both economic and political 
democracy in an effective manner. This would be a solution entirel, 

in keeping with Indian social and cultural traditions. ` 
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CHAPTER 7 
CONCLUDING REMARKS 


The first draft of this paper was written in June 1955 and was 
revised in short intervals between frequent journeys both in 
India and abroad. Originally it was my intention to give a much 
fuller account of the implications of the approach to planning 
adopted in the Plan-frame. I prepared drafts of a number of other 
chapters but I have not had time to complete them. In the 
meantime I am making some brief observations on different aspects 
of planning in India. 


ance. The present system 
m the model of industrially 
Much fresh thinking would be 


conomic growth and social justice. 


F i : (five lakhs) personspayincome-tax. 
4 ssuming an ayerage size of a family of seven for each person pay- 
mg Income-tax, the total number of 
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limit.* Even this is not likely to be erfough to supply the large 
resources needed for a rapid growth of the economy. Additional 
resources can be secured through indirect taxes by raising customs 
and excise duties in a selective manner. The tax on luxuries can 
be increased very considerably so as to reduce disparities in the level 
of living. Essential commodities may also have to be taxed to raise 
adequate resources; but this should not be a hardship as the income 
of the majority of the population, who are poor, would increase 
rapidly with the increase of employment and work. All this would 
require a good deal of careful study. 

3. It is comparatively easy to prepare plans on paper; the real 
difficulty lies in implementing them. Suitable instruments and 
techniques of implementation must be devised to realize the targets. 
Tt will be necessary to formulate and give effect to a vast.programme 
of training of personnel at all levels. There will be urgent and 
continuing need of scientific and technological research oriented 


towards solving problems of national planning. This is essentially 


a long range task and it would be necessary to think in terms of 15 


or 20 years and more. r 
4; The present system of education aims at providing very 


detailed teaching and instructions spread over a long period for a 
very small number of persons who are rich enough to pay for such 
education or who have the ability to win scholarships. The need 
for this type of education would continue; and educational facilities 
of the conventional type will have to be increased as rapidly as pos- 
sible. But this would not be enough. A new approach will be 
necessary. Here the aim would be to give very quick training 
to a very large number of persons to enable} them to start function- 
ing as junior or auxiliary technicians in engineering and technology, 
agriculture, survey of natural resources, education, and health 
services. Suitable packaged and highly specialized courses would 
have to be developed for this purpose; and the training would have 
to be given not only jn training schools and HOSA aes but also, 
in an increasing measure, in factories, aueh irrigation and power 
projects, farms, and in hospitals and clinics all over the country. 
The selection of students for different types of training would 
require careful planning. Appropriate tests and examinations 
would have to be developed for this purpose. Much study and 
experimentation would be required to prepare the highly specia- 
lized short courses. Tt would be also useful to provide facilities 


* N. Kaldor: An Expenditure Tax (Allen and Unwin, London, 1955). 
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for training through correspondence courses which can be made 
available to remote villages. 

5. Much thought will have to be given to improve the efficiency 
of public enterprises. Government administration has been so 
far concerned primarily with work of a quasi-judicial type in which 
decisions may affect a large number of people. It is important, to 
avoid wrong decisions. It is also important to reconcile conflicting 
views among different Government agencies. There is no special 
hurry as there is no productive activity in the economic sense. 
All these call for much consultation and it is safe to have checks 
and cross-checks at different levels. The emphasis is on “control” 
in the sense of preventing mistakes or wilful deviations from pres- 
cribed rules and “coordination” in the sense of eliminating dupli- 
cations or adjudicating between conflicting points of view of different 
agencies. The basic assumption is that the purpose in view would 
be fulfilled if there is no deviation from the rules. 

6. In Government enterprises, on the other hand, the sole pur- 
pose is to manufacture specified products or to provide specified 
services (as in trading). In this case the real test of efficiency is an 
objective appraisal of the output of the final product or services. 
Mere adherence to rules cannot guarantee the fulfilment of the 
targets of production. The public enterprises must be given suffi- 
cient autonomy to realize their production targets on businesslike 
lines. Much study and experimentation would be needed to evolve 
a suitable system of decentralization of the administrative and 
financial powers of public enterprises within the general frame work 
of a planned economy. This would naturally involve important 
questions of recruitment, control and promotion of personnel; 
incentives to promote efficiency; relationships between Government, 
management, labour, and consu. 
officials must be judged on results, literally, on the ability to deliver 
the goods, and must be suitably recognized. ; 

7. The Government of India 


mer, etc. Competence of government ` 
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8. Attention will have to be given to land policy. Most of the? 
States have acquired from the landlords the large holdings of land 
through legislation but very little has been done for the redistribu- 
tion of the acquired land. One view is that a maximum size of the 
holding (depending on local conditions) should be fixed and land 
in excess of the ceiling shoulil be distributed among villagers who 
do not own or have very little land. Such redistribution would 
not necessarily lead to an increase in productivity but it may still 
be worthwhile because of the social and ‘political benefits which 
would accrue from it. However, if such a redistribution be not 
immediately feasible then attempts should be made for a gradual 
consolidation of holdings with some kind of joint ownership. The 
success of the Bhoodan movement of Acharya Vinoba Bhave, who 
is advocating joint cultivation of the village as a whole, may be 
of great help in this connexion. The introduction of mechanized 
production in agriculture would probably have to come at a later 
stage when an adequate supply of power and of agricultural machi- 
nery manufactured within the country becomes available. With 
an increase in income the demand for food of better quality (vege- 
tables, eggs, fish, meat, milk and milk-products, fruits ete.) would 
steadily increase. The pattern of agricultural production would 
have to be changed for this purpose which would require planning 
over a period of 20 or 30 years and more. 

9. Other aspects of implementation would require attention. 
However well thought out a plan-programme may be, it is inevi- 
table that shortfalls and deviations would occur in practice. The 
original programme itself would be based, in many respects, on 
inadequate or even incorrect information. Changes would also 
continually occur through the impact of bbe private sector (which 
is very large in India) and economic conditions outside India. There 
would be delays in the process of production which would lead to 
shortages of machinery, raw materials and labour or of consumer 
goods from time to time. A most important task of planning must 
be to introduce controls and take corrective measures at the earliest 
opportunity. A great deal of advance thinking and preparation 
is necessary for this purpose. For example, it would be wise to have 
a fully worked out scheme (and also, preferably, a nucleus organi- 
zation) for the rationing of commodities like grains, cloth, sugar 
eto., so that, if any emergency arises, there would be no delay in 
introducing physical controls. Similar preparatory work would 
have to be done in other fields like finance, foreign trade, supply 
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vf machinery, raw materials and labour, training programmes, and 
administrative arrangements. "z 

10. A good system of statistical services is essential for the 
preparation of plan-programmes as well as for an objective appraisal 
of the results achieved. There must be a continuing flow of statis- 
tical information from all sectors of the economy and from all over 
the country to enable a proper assessment being made of the progress 
of the plant not only in terms of expenditure but in terms of ful- 
filment of physical targets and of increase in the volume of employ- 
ment and of the rise in the level of living. On the basis of such 
assessment it would be possible to introduce controls and correc- 
tive measures at appropriate points and to make necessary adjust- 
ments in the future programme, 

11. Thé type of planning visualized above would be necessarily 
a continuing process and would haye two broad aspects. One 
would be the current planning directed to projects included in the 
annual plans within the frame work of a five year plan. The suc- 
cessive five-year plans themselves would have to be fitted into a 
larger frame work of perspective planning with a wide time horizon 
of 10 or 20 or 30 years or even more. Perspective planning would 
be primarily concerned with the technical and scientific aspects of 
the long-term growth of the economy. Studies and researches 
would be directed to solving practical problems and would be broadly 
of the type of “operational research” (although some problems of 
basic research would no doubt arise from time to time). This 
would call for the active cooperation of a large number of engineers, 
technologists, economists, Statisticians, and workers in practically 
all fields of both natural and social sciences. 
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All these working papers are going to be printed in the near future.’ 
A very brief account of the work done is given below. 

13. Professor Charles Bettelheim of France developed a 
particular method of planning in his papers. His approach 
may be regarded as a synthesis of the methods of planning 
followed in socialized countries. He, of course, tried to adapt 
the methods to Indian conditions. His approach has a good deal . 
in common with the approach of the Plan-frame.in regard to the 
setting up of the targets and the working out of the physical balan- 
ces. The allocation of investments in the Plan-frame, however, 
has an entirely different basis. About finances, also, the Plan- 
frame approach is different. Apart from this, Professor Bettelheim 
initiated some studies on capacity of production with a view to 
estimating the additional raw materials and other things which 
would be required, if the capacity is to be fully utilized; co-efficients 
calculated for this purpose were found useful for working out the 
requirements of raw materials for some of the targets given in the 
Plan-frame. The following workers were actively associated with 
the studies initiated by Professor Bettelheim; Asoke Rudra, E. 
Lobel, A. Qayum, Uma Dutta, Probir Das, P. K. Upadhyay, R. L. 
Rawat, Nikhilesh Bhattacharya, Pranbandhu Das, G. R. Vernwal, 
G. V. L. Narasinham and Sashi Chakravarty. 

14, Professor Ragnar Frisch of Norway pursued studies based 
on fairly elaborate transactions matrices. Given such a matrix 
he would maximize a suitable preference function subject to the 
constraints given by the relations in the matrix and some boundary ` 
conditions. Once a reliable matrix of this kind is available and 
a suitable preference function can be constructed, his method would 
give, in principle, a solution of the problem of development. The 
statistical material available in India is, however, not adequate 
to enable this method being used with success at present; and his 
work, at this stage, remains primarily of methodological interest. 
It may be noted that he obtained his linear programming solutions 
by his double gradient method and demonstrated its superiority 
over the simplex method in so far as time requirement is concerned. 
The following workers were associated with Professor Frisch: Tara- 
pada Chaudhuri, Dev Kumar Bose, Amal Ray and Ajit Halder. 

15. Dr. Richard M. Goodwin of Cambridge, England and Dr. 
Tarapada Chaudhuri prepared an input-output table relating 
to 1950-51. Material for this purpose was extracted by a quick 
tabulation of a sub-sample of the National Sample Survey and was 
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cused to estimate the overall activity and the sector break-down of 
costs. The Central Statistical Organization collaborated by sup- 
plying detailed information relating to estimates of national income. 
Work is continuing in this field in the Indian Statistical Institute 
and recently a larger input-output table for 1951-52 has been com- 
pleted. Prominent workers in tlis group were: Tarapada 
Chaudhuri, Indra Chakravarti, Amiya Dasgupta, Kalpana Joshi, 
Ashish Chakravarti, Samar Mitra, H.P. Biswas, Prasanta Chowdhury, 
D. V. R. Murti, B. P. Panesar and Sunil Sinha. Subsequently, Satya 
Sengupta and his associates worked on studies of a similar type. 

16. Jogabrata Roy, Indra Chakravarti, Radha Govinda Laha, 
A. Ganguly, Shyam Bose and Sukomal Das worked on the problem 
of projection of consumption and obtained some estimates of elasti- 
cities. Their results have been used in the Plan-frame. 

17. Ajit Dasgupta worked on the problem of population pro- 
jection and obtained estimates of projected population under diff- 
erent hypotheses. His group included among others: Murari 
Majumdar, Ranjan Som, B. N. Sarkar, Dhiren Sarkar and Prosun Sen. 

18. Sitanghsu Bhattacharya and Ram Lingam Iyer made 
some studies on manufacturing industries. Certain field studies 
on unemployment, and interactions between planned and un- 
planned sectors were taken up by N. C. Ghosh, H. K. Chaturvedi, 
Keshav Dutt, Prosun Sen and Sudhir Bhattacharya. 

19. Nihar Chakravarti wrote a paper on a plan of land reform. 
Raja Rao, R. P. Saha, Haribhajan Chowdhury and subsequently. 
G. Kallianpur worked on certain aspects of the problem of land reform. 

20. D. B. Lahiri aided by Saibal Banerjee, S. J. Poti, Samar 
Mitra, Des Raj and Sambhu Halder worked on the general question 


of the validity of data. D. B. Lahiri subsequently helped in ad- 
ministrative matters relatin: 
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me in following up some of my ideas which culminated in the pre: 
pasao of the Plan-frame. Pitambar Pant (Deputy Secretary, and 
Private Secretary to the Chairman, Planning Commission) helped 
at all stages of the work. 

22. Academician D. D. Degtyar, Professor I. Y. Pisarev, M. I. 
Rubinstein and P. A. Moskvin of U.S.S.R. and Dr. Oskar Lange 
of Poland gave a critical appraisal of the general approach and the 
final form of the Draft Plan-frame on the basis of their own 
experience of socialized economies. Their comments and obser- 
vations were of great help to us although our own approach is 
different from theirs in certain important respects. The aim of 
the Plan-frame has been to seek an approach which would be 
suited to Indian needs and would be in accordance with the social 


and cultural traditions of India. 
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APPENDIX ÍI 


RECOMMENDATIONS FOR THE FORMULATION 
OF THE SECOND FIVE YEAR PLAN 


Nehru inaugurated the studies relating to 
planning for national development in the Indian Statistical Institute on 3 
November 1954. The work on economic planning was then organized and carried 
on with the active collaboration of the Central Statistical Organization, the 
Division of the Planning Commission and the Department of the 
Economic Affairs of the Ministry of Finance. On the basis of four agency 
co-operative studies the ‘Draft Plan-Framo’ was prepared and submitted to the 
Prime Minister on 17 March 1955. The Panel of Economists, Planning Commission 
examined the ‘Draft ° in April 1955 which was then accepted by the National 
Development Council in May 19 the basis for the formulation of the 


Second Five Year Plan of India. 


Prime Minister Jawaharlal 


Economic 


as 


PREFACE 


1, The paper dated March 17, 1955 was prepared as a 
draft of a “ draft Plan-frame” and has been circulated as such and 
is subject to revision by the Planning Commission. 

2, The general objectives and policy and administrative ques- 


tions (which are discussed in Chapters One and Six) can be consi- 


dered on their own merits. 
3.1. The quantitative estim 


chief aims in view, namely, 
(a) an increase in national income of 5 per cent per year; and 


(b) creation of new employment by way of gainful occupation 
or jobs for 11 million persons over the plan period. 

3.9, Certain basic allocations of investments were made between 

t goods and consumer goods industries. Tt is necessary 


ates were worked out with two 


investmen x 
to maintain this general pattern of investments but there is scope 
for adjustments in details. 

therefore, not rigid and can be 


3.3. The draft Plan-frame is, 
modified; but there are inter-relations between its different parts 


so that a change of the target in one item may require consequential 


changes in other items. 
4.1, Background information relating to the physical targets 


and financial estimates (Chapters Two, Three, Four and Five) will 
be found in the accompanying paper prepared jointly by the 
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Economic Division of the Planning Commission, the Economic 
° Division of the Ministry of Finance, the Central Statistical 

Organization, and the Indian Statistical Institute. 

4.2. The draft of the draft Plan-frame and the above joint 
, Paper are consistent with each other but are not identical. 

4.3. The Report of the Panel of Economists dated 10 April 
1955 has reference to both the above’ papers. 

5.1. Within the general pattern of investments (explained in 
para 3), an attempt was made to fit in the physical targets on the 
basis of information that was readily available in the Planning 
Commission and in the Ministries concerned. . 

5.2. The draft Plan-frame does not attempt to go into details. 
In some cases, information was not available; and time was short. 
Also, it was not necessary to make the list of targets exhaustive or 
complete in every respect because, as explained in para 3, there is 
scope for adjustments in details without disturbing the main struc- 
ture of the Plan-frame. 

6.1. The targets are sometimes given as equivalent aggregates 
within which there can be substitution of components. 

6.2. Estimates of financial outlay are to be taken as net. 

6.3. Construction costs are to be taken as the direct costs of 
materials, of labour, and of essential technical supervision. It 
is assumed that excessive margins for intermediaries and other 
forms of waste will be eliminated. š 

6.4. Itisassumed that promotional and field agencies and services 
would be integrated and coordinated to prevent unnecessary dupli- 
cation. 

6.5. It is assumed that non-official public organizations would 


be used wherever possible to decrease overhead expenses and 
stimulate public interest and 


participation in the fulfilment of the 
Plan. 


quickly as possible, a definitive pla; 
consistent and would be capable of 


28th April 1955 P. C. Mahalanobis 


INTRODUCTION 


1.1. The Second Five Year Plan is due to begin on April 1 
1956. The approach in the Second Five Year Plan is to aie 
view of development over a long period of 
years, and at the same time to solve immediate problems like un- 
employment as quickly as possible, Planning would be, therefore 
flexible and would always keep a wide time horizon in view; and 
at the same time detailed annual plans would be prepared and 
necessary adjustments made at shorter intervals in the light of 
experience. 

1.2, Proper attention must be given to the physical aspects of 
the Second Five Year Plan. The requirements of each project must 
he stage of planning and must be 


be estimated in real terms at t 

forthcoming in right quantities at the right time at the stage of 
implementation of the project. Also, the products and services 
resulting from the completion of a project must be fully and promptly 


utilized to further the execution of other projects and the progress 
of the plan as a whole. 

1.3. A plan in a mixed economy must be comprehensive and 
the public and the private sectors. To achieve a balanced 
ate sector must conform in a gene- 


a perspective 


cover both 
growth, the activities of the priv 
he programme of production of the plan as a whole. 


ral way to t 

In an expanding economy the private sector would have an assured 
market which would facilitate decisions by reducing risks and 
Also, the over-all programme would be laid down 
that there would be wide scope for adjust- 
e discretion of the private sector. 

ts of production must also be balanced 
in terms of money. Incomes are generated in the very process of 
production; and supplies are utilized through market operations. 
Planning requires that aggregate incomes should be balanced with 
expenditure, savings should match investments, and the supply 
and demand of individual goods and services should be balanced 
in terms of money so as to avoid any inflationary rise of prices or 
undesirable shifts in prices. Physical and financial planning are 


different aspects of the same ‘reality. 


uncertainties. 
in broad aggregates so 
ments in details at th 

1.4, The physical targe 
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2.1. Plan-frame: The enclosed paper contains chapters on 
main aims and objectives; provisional targets of production; invest- 
ment and development expenditure; expected changes in employ- 
ment and income; finance and foreign trade; and planning organi- 
zation and administration to supply a tentative frame-work for the 
formulation of the Second Five Year ‘Plan. 

2.2. It is requested that the Central Ministries, State Govern- 
ments, and other project-making authorities should use the provi- 
sional figures given in the paper as a general Plan-frame for the 
formulation of schemes and projects taking care to make estimates 
in both physical and financial terms, and to forward them to the 
Planning Commission as they become ready. 

2.3. -When the individual schemes and projects have been re- 
ceived in the Planning Commission, the ageregate balances would 
be examined and adjusted as necessary until-an integrated plan 
is evolved which will be internally consistent and balanced in both 
physical and financial terms. Estimates of demand and supply 
are bound to be approximate to begin with; and would have to be 
worked and re-worked to secure a proper balance, 

2.4. It is recognized that while projects are being prepared there 
would be need of a two-way flow of information as well as of consul- 
tations between project-making bodies and the Planning Com- 
mission, The present recommendations would supply the initial 
base for such consultations and discussions, 

3.1. Time programme: The programme for the first year 
(April 1956—March 1957) of the Second Five Year Plan must be 
completed by October 1955. This first year’s programme would 
contain much carry-over from First Five Year Plan and some new 
items for which projects are ready or are in an advanced state of 
tho etry-ove from the Ra nn Pr0jeels for 1956-57 (including 

: st Five Year Plan) should be-sent to the 

nn Commission as soon as possible. 
OR eed Year hu must be ready (in outline form) 
` jects for the remaining period of Second Five 


e sent to the Planning Commission 


Some of the projects would h 
in a general form at the present sta 
be prepared after it is decided that 
plan. Nevertheless, it is essential th 
should be given in the Prescribed for 


ave to be 


m even if the estimates are of 
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an approximate nature because a technical examination of the» 

projects would not be possible in the absence of such information. 
4.2. The Planning Commision would be glad to supply further 

information in this connection and help in the preparation of schemes 


and projects. 
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CHAPTER ONE 
GENERAL AIMS AND OBJECTIVES 


1.1. The First Five Year Plan: At the beginning of the First 
Five Year Plan the country was still dislocated by war and parti- 
tion. There was shortage of food and raw materials. There were 
signs of inflationary pressures after hostilities had started in Korea. 
In this situation it is understandable that the targets of the First 
Five Year Plan were kept modest. Judged in this context, the 
progress avhieved so far may be regarded as satisfactory. 

1.2. There are, however, disquieting! features. Agricultural 
prices are declining. Unemployment, especially in urban areas, is 
increasing. Even the modest expenditure targets in the First Five 
Year Plan have not been fully achieved on account of delays in 
preparing projects, inadequate administrative organization, and 
lack of sufficient facilities to give training to technical personnel. 

2.1., The need of a bold plan: The population of India is increas- 
ing roughly at the rate of 4.5 million per year. With a proportion 
of about 40 per cent in the labour force, about 1.8 million persons 
enter the labour force every year. In addition, a large number 
of persons are without employment in urban areas and a great 
deal of under-employment exists in villages. Planning must be bold 
enough to provide new. work for about 1.8 million new entrants into 
the working force every year; and also to offer more work to the 
large number of persons who are without jobs or who are under- 
employed at present. 

2.2. 


sumer goods per person is about Rs, 22 per month of which about 
Rs. 13 is spent in cash and about Rs. 9 is the value of consumption 
of home grown food and home made articles. Housing is primitive 
in villages and extremely short in urban areas. The supply of 
nutritive foods is meagre although nearly two-thirds of the total 
expenditure is spent on food items. The expenditure on education 


is only about four annas per person per month and on health less 
than seven annas. 


2.3. The above estimates are 


u for all classes taken together. 
The position of the poorer section is 


much worse. Half the popula- 


The level of living is extremely low. Expenditure on con- 
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tion of India or 185 million persons spend less than Rs. 13 per month” 
on! consumer goods and possibly half of this amount is consumed 
in kind or in the form of home grown food and home made articles. 
Of children in the school-going age, less than half attend at the 
primary stage, and less than one-fifth at the secondary stage. There 
is probably less than one qualified physician per 30,000 inhabitants 
in the villages. 
3.1. General objectives of the Second Five Year Plan: There is 
a large pool of idle man-power, and many are without jobs; also 
about 1.8 million persons would be added to the working force every 
year. The country has large resources of water for hydro-electric 
and irrigation projects; coal, iron ore and other important minerals; 
The aim of planning must be to 


forests, fertile land and cattle. 
utilize these resources to increase rapidly the level of production 


and thus of national income. 
3.2, Conditions are favourable in many ways. There is economic 


stability and confidence in Government. Unemployed man-power - 
and unexploited resources can be brought together to increase both 
consumption and investment simultaneously. India’s prestige 
is high at the international level. Finally the Congress Party and 
Government have decided that the time has come for economic 


development on a socialistic pattern. 
3.3. The Second Five Year Plan is therefore being formulated 


with the following objectiv 
(1) to attain a rapid growt 
ing the scope and importance o 
to advance to a socialistic pattern of society; 
(2) to develop pasic heavy industries for the manufacture of pro- 
ostrengthen the foundations of economic independence; 
(3) to increase the production of consumer goods as much as 


possible through the household or hand industries ; and to provide 


an adequate market for the products; 
(4) to develop factory production of consumer goods in a way 


not competitive with hand industries; 
(5) to increase productivity in agriculture; and to speed up 
rms with an equitable distribution of land to peasant 
as to stimulate the increase of agricultural production 
and of purchasing power in rural areas; 
(6) to provide better housing, more health services, and greater 
opportunities for education especially for the poorer sections of the 


population; 


es in view: 
h of the national economy by increas- 
f the public sector and in this way 


ducer goods t 


agrarian refo. 
cultivators so 
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a (7) to liquidate unemployment as quickly as possible and within 
a period not exceeding ten years; 

(8) and as the result of such measures to increase national mage 
by about 25 per cent over the plan period and achieve a more equit- 
able distribution of income. 

3.4. The basic strategy would be to increase purchasing power 
through investments in heavy industries in the public sector and 
through expenditure on health, education, and social services; 
and to meet the increasing demand for consumer goods by a planned 
supply of such goods so that there would be no undesirable infla- 
tionary pressures. Planning would be thus essentially a feed- 


back process of matching a continuously increasing (planned) demand 


by a continuously increasing (planned) production giving rise to a 
steadily expanding economy. 

4.1. Heavy industries: In the long run, the rate of indus- 
trialization and the growth of national economy would depend 
on the increasing production of coal, electricity, iron and steel, 
heavy machinery, heavy chemicals, and: the heavy industries gene- 
rally which would increase the capacity for capital formation. One 
important aim is to make India independent, as quickly as possible, 
of foreign imports of producer goods so that the accumulation of 
capital would not be hampered by difficulties in securing supplies 
of essential producer goods from other countries, The heavy indus- 
tries must, therefore, be expanded with all possible speed, 

4.2. The new producer goods industries would be developed 
mainly in the public sector. The private sector would continue 


to play an important part in the development of basic industries 
like cement, chemicals, ete, 


apital-intensive would, how- 
employment; and would also 
goods which they themselves 


The ‘increasing purchasing 
Sumer goods must be met 
S as much as possible through 
and production. This would 
e of work all over the country. 
houses, irrigation and flood 
also be increased which would 
d generate demand for consu- 
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5.3. The greater the marketable surplus of consumer goods in 
the household or hand industries the greater will be the possibilities 
of investments in heavy industries without any fear of inflation. 

5.4. By expanding the household and hand industries and cons- 
truction work, the aggregate national consumption would increase 
continually. Also, relatively more employment would be created 
among the poorer sections of the people so that a greater portion 
of the increase in income would go to them. 

6.1. Factory production of consumer goods : The production of 
consumer goods in factories requires heavy investment of capital 
per engaged person and in many cases competes with the house- 
hold or hand industries. Until unemployment is liquidated or 
brought under control, it is necessary to prevent competition between 
factories and household or hand industries by not permitting invest- 
ments to be made in such consumer goods factories as would prevent 
expansion or lead to a shrinkage of employment in the hand indus- 
tries. 

- 6.2. In the immedi 


goods would be expanded (where it is no 
y of essential goods (like antibiotics, 


industries) to increase the suppl 
fine drugs, ete.) or of goods for export to earn foreign exchange. 


6.3. It is recognised that the price of hand-made goods would 
often be higher than the price of factory-made goods of comparable 
quality. Appropriate excise duties (which would be selective) 
would be imposed on factory products to maintain desired price 
parities with hand made goot 

6.4. Once mass unemplo, 


ate future the factory production of consumer 
t competitive with hand 


Js in such cases. 
yment has gone, the aim would be 
to provide cheap power and small machines to the household sector 
and hand industries to increase productivity per worker and hence 
the total national product. At this stage the factory production 
` of consumer goods would also be increased. 
7.1. Agriculture and allied pursuits : The “oes of ceilings 
and procedural arrangements for the redistribution of land to 
peasant cultivators must be decided at an early date in each State 
in accordance with general principles and standards settled on an 
all India basis, and the redistribution must be completed by 1958. 
This would make visible important structural changes in the eco- 
nomy resulting in stimulation of agricultural production and pro- 
vision ofa large market forthe growing output of industry and handi- 
crafts; and would also transfer a part of the national income from 
recipients who use it largely for luxurious consumption to recipients 
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-who will use it for productive purposes and for raising their low 
standard of life. ie 
7.2. The National Extension Service Blocks (and Community 
Projects where possible) would be extended all over the country to 
help and speed up the improvement of living conditions inrural areas. 
7.3. Because of the urgent need of increasing the production 
of foodstuffs and raw materials, the highest priority would be 
given to the setting up of a State Bank, as recommended in the 
Report of the Rural Credit Survey Committee, for the supply of 
agricultural credit. 
7.4, The same or an associated system would be used for the 
supply of credit, raw materials, and marketing facilities to the 
household and hand industries thr 
tives witl the support ( 
of Government. 


ough an organization of co-opera- 
or the direct participation or partnership) 


7.5. As an increase in the caloric 
balanced diet, concerted efforts must 
of food of higher nutritive and protective value such as fruits and 
vegetables, milk and milk products, eggs, fish, meat ete. 

7.6. Continuing efforts must be made to increase the production 
of milk products by improving the quality of cattle through the 
introduction of better breeds, by increasing the production of fodder 
crops and cattle feed, and by providing better veterinary services 


by inereasing the number of trained veterinary surgeons and veteri- 
nary assistants. 


8. Health: There must be a rapid incre 
A national health service would be established in the rural areas 
with paid health assistants in charge of a group of villages who 
would work in contact with fully trained physicians. The number 


of dispensaries and hospitals, and facilities for medical training 
would be increased in urban areas, Ë 


9.1. Education: There must be a 
improvement in the pay 
education at all levels, 

9.2. On the basis of mer 
increasing numbers, must 


value is not enough for a 
be made to increase the supply 


ase in the care of health. 


rapid increase in literacy, 
of teachers, and better organization of 


Special educational 


scholarships and facilities ided for women and 


must also be prov 
backward groups and co 


mmunities, 
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10.1. Social security and welfare : Existing social security 
schemes such as Employees State Insurance and Provident Fund 
schemes would be expanded, A scheme for unemployment benefit 
in the form of paid attendance at training centres with placement 
facilities would be introduced in urban areas. Š 

10.2, There must be increasing provision for the social welfare 
of children (foundling homes, crèches, nursery schools, health and 
recreation centres, ete.), of women (houses for widows, destitute 
and deserted women; maternity, health, and family planning 
centres), of juvenile delinquents: (remand homes, schools, after- 
care hostels, etc.), of the handicapped (homes, schools and workshops 
for the blind, the deaf and the dumb, the crippled, and the mentally 
deficient or ill, and homes for the aged and the infirm). 

11. Sports and cultural pursuits : Increasing facilities must 
be provided for sports and health activities, educational and cultural 
broadcast and cinema; and the promotion of literature, music, 
drama, art and other cultural pursuits. 

12. Housing: Better housing must be provided especially for 
factory workers and poorer sections of the people in urban areas. 

13. Social overheads : Expenditure on housing, health, educa- 
tion, social security and welfare, sports and cultural pursuits would 
necessarily increase purchasing power and create additional demand 
for consumer goods which must be met by increasing the production 
of additional consumer goods through household and hand indus- 
tries in the first instance. 

14.1. Balanced development and controls: With the stepping 
up of production of both producer and consumer goods, it would be 
necessary to provide for adequate increases in the supply of electri- 
city and fuels, irrigation, transport, and communication. Proper 
balances must be maintained between different sectors so that pro- 
duction is not hampered by bottlenecks. ; 

14.2, The aim of planning would be to avoid shortages giving 
rise to inflationary pressures on the one hand and over-production 
with falling prices on the other. In the case of falling prices, espe- 


cially of consumer goods, the demand would be stimulated promptly 


by increasing purchasing power through investments in the public 
sector and through expenditure on social services and by open 


market operations by Government. i 
14.3. Government would acquire and keep adequate reseryes 


of foodgrains and important raw materials produced by agriculture 
to provide against emergencies of short crops in bad years and to ` 
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maintain prices profitable to peasants in years of exceptionally 
plentiful crops. This would maintain a minimum level of peasant 
incomes, stimulate production, and promote the welfare of both 
peasants and the working class in urban areas. 

14.4. Shortages may, however, develop in the short-run which 
would be dealt with as they arise by appropriate methods such as 
Government intervention in the market, Government trading, 
physical controls, rationing, and similar measures. Also, the 
production programme would be adjusted as necessary to restore 
equilibrium between supply and demand as quickly as possible. 

14.5. Rationing of foodgrains, clothing, and similar essential 
commodities would be avoided. Control over consumption, when 
necessary, would be related to the shortages of specific physical 
resources. * 

15. Regional development: Special attention must be given to 
regional development to reduce disparities in economic oppor- 
tunities and the level of life between different States. 

16.1. Technical training and scientific research: A bold plan 
will require a rapidly increasing technical staff to prepare the 
various projects as well as to implement them. ‘Training facilities 
must be expanded sufficiently quickly to turn out technical and 
scientific personnel in adequate numbers at all levels. 

16.2. Scientific and technological research would be expanded 
and oriented to serve the needs of national development in an effec- 
tive manner. The National Laboratories, Universities and other 
Scientific institutions and organizations must undertake coordinated 
researches in accordance with national needs. 

16.3. Fundamental research as well as training in research must 
ee eat at the same time to foster the accumulation 

š ge and skill for the expansion of applied and techno- 
logical research. 

16.4, The survey of natural resources, es 
for oil and minerals, must be gr 
State Organizations. 

17.1. Expansion of the public sector : 
established and developed in the public s 
dance with the Industrial Policy Resoluti 
in December 1954. Government would 
ee his certain consumer goods whi 
ance for the growth ; I 

17.2. The pani pee eee 

ust be expan 


pecially prospecting 
eatly and rapidly increased through 


Key industries would be 
ector generally in accor- 
on of 1948 as interpreted 
also take up the factory 
ch are of strategic impor- 
nomy. 


ded rapidly and relatively 


| 
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faster than the private sector for steady advance to a socialistic ° 
pattern of economy. In order to-make available large capital re- 
sources for investment and national development and to facilitate 
the implementation of the Plan, Government will be prepared to 
enter into such activities as banking, insurance, foreign trade or 
trade in selected commodities.» 

17.3. Government would also promote enterprises in partnership 
with the private sector so that, although Government would hold 
a controlling share, initiative can be left to private management 
subject to policy decisions by Government. 

18.1. The private sector: A large majority of the population 
would be engaged in household production in agriculture, in hand 
industries and in various services which would continue to remain 
private. ` ¥ 

18.2. As the planned demand would have to be matched by 
the planned production, it would be necessary for the private sector 


to conform in a general way to the overall programme of production 


as provided in the Plan. The private sector would be helped by 
t, raw materials, and marketing 


Government by the supply of credi 
facilities to undertake production in accordance with the 


Plan. 
18.3. Inducements (such as tax exemption or preferential per- 


mission for capital issue) would be given to channel the profits of 
the private sector into desirable forms of investments in both 
private and public sectors or in Government bonds and securities. 

18.4, The private sector would enjoy the advantages of an 
assured and growing market in an expanding economy, and thus 
of reduced risks and uncertair f 

19.1. Finance and foreign exchange : Large financial resources 
would be required for the Second Plan. A small portion would come 
from sterling balances or foreign loans and aid; and the bulk of the 
resources must be found from within the domestic economy. 

19.2. The tax system would be directed to collect an increasing 
part of the growing national income In order to permit greater 
capital formation in the public sector and to finance an expansion 


of social services. 
ould be extended to industrial and 


19.3. The public sector w ; n t 
ivities where necessary for raising resources for public 


nties. 


commercial act: 


purposes. 
19.4. Deficit financing would 


sary to bring about the greatest 
13 


be undertaken on the scale neces- 
possible expansion of production 
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without introducing permanent and all-embracing rationing of 
essential commodities. 

19.5. Conspicuous consumption would be discouraged by gra- 
duated excise duties; and a more equitable distribution of income 
would be assured by taxes on property and unearned income. 

19.6. Excise duties would be levied to raise additional resources 
and also to maintain desired price parities between different sectors. 

19.7. Steps would be taken to promote exports; and the import 
of non-essential and luxury goods would be discouraged by heavy 


duties in order to release foreign exchange resources for more 
urgent needs. 


CHAPTER Two 
TARGETS OF PRODUCTION 


1.1. The targets of production (mostly in physical quantities) 
s are shown in Table (1). The physical 


of some important item 
uction for 1950-51 and 1953- 


unit is given in col. (2) and actual prod 
54 in cols. (3) and (4) respectively. Estimates for 1955-56 and 


planned target for 1960-61 together with the estimated increase 
(in percentage) during the plan period are shown in’ cols. (5), (6) 
and (7) respectively. 

1.2, The above targets are provisional. Estimates of require- 
ments and likely supplies have been examined in a general way on 
available information. -The next task is to carry out a detailed 
check and make necessary adjustments on the basis of projects 
to achieve internal consistency in the form of a balanced supply 
and demand of material and labour resources. Such balancing 
must also have a proper phasing over time so that neither serious 
bottlenecks nor excessive supplies emerge at any stage of the Plan. 

1.3. Explanatory notes are given on some (but not all) of the 


items mentioned in Table (1). The number shown within brackets 
after each item gives the serial number of the same item in Table 


(1). 
2.1. Blectricity (1): 
link in economic developmen 
started in the First Plan mus 


in the Second Plan. " 
ystems combining both thermal and hydel 


- 9.9, Regional grid-s 
power stations must be planned to secure the best use of local fuels 
(low grade coal, lignite, etc.) and of installed capacity by large con- 


sumers (clectric-intensive industries like aluminium, alloy-steels 
etc.) keeping in view the development of a future super-grid for 


India as a whole. 
2.3. Small power stations (hydel and diesel) would also be deve- 
loped for urgent requirements in small towns and rural areas. 
2.4. The use of electricity for small-scale and household 
industries, irrigation by tube-wells, ete., must be steadily increased, 


Planned electrification must be a main 
tin India. The hydro-electric projects 
t be continued on an increasing scale 
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2.5. The production ‘of electricity must forestall the growth of 
industrial production; and the installed capacity mush increase 
from 2.8 million kilowatts in 1953-54 to 6 million kilowatts in 1960-61, 
that is, must be more than doubled. Also, the utilization of capa- 
city must be increased. 

3.1. Coal (2): The production of.coal must be increased from 
37 million tons in 1955-56 to 60 million tons in 1960-61 (an increase 
of about 62 per cent) which would be difficult to achieve but should 
not be impossible. 

3.2, There is great wastage at present of high grade coking coal 
of which supply is short. Necessary Government action must be 


taken without any delay to prevent such wastage and to promote 
better conservation, 


4.1. Synthetic petrol and products (3): India is short of petrol 
and meets most of its requirements by imports. In addition to 
increasing oil-prospecting as quickly as possible, a State plant to 
produce about 300,000 tons of synthetic petrol must be installed 
during the Second Plan, and future production must be increased 
as necessary. 


4.2, The above plant must also be used to establish a base for the 
development of associated chemical industries, 

5.1, Steel (4): India has vast resources of iron ore; and increas- 
ing production of steel must be made an important link in economic 
development. The installed capacity would be increased-to 6 
million tons and production to 5 million tons by 1960-61, 

5.2. Necessary action (in the way of establishing a heavy machi- 
nery industry and promotion of metallurgical research) must be 
taken in the Second Five Year Plan to build up the base for the 
future expansion of the installed capacity of steel by at least one 
million ton per year from 1961, 


5.3. Increasing production of steel would supply a secure foun- 
dation for the fabrication of 


countries which are in urgent need of it. 
6.1. Aluminium (7): 


Tndia has 1 
the produetion of aluminium must be 


place of copper which is in short 
creasing production of aluminium would, in its turn, facilitate elec- 
trification; and the production 


must be continuously increased 
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6.2. The production of aluminium should be increased from 
about 5 to 40 thousand tons during the plan period. One or more 
aluminium plants must be established in the public sector for this 


purpose. 
7. Manganese ore (8): The extraction of manganese ore must 


7. 
be inereased and some of the ore must be converted into ferro- 
manganese before export so as to retain a part of the value ereated 
by semi-manufacture. = 

8. Cement(9): The production of cement must be increased 
from 4.6 to 10 million tons or more than doubled during the second 
plan period. The production of other building materials must 
be increased proportionately to avoid shortages and bottlenecks 
in construction work. 

9.1. Fertilizers (10): The production of nitrogenous fertilizer 
must be increased by about three times by establishing at least 
three more factories of roughly the same capacity as Sindri. 

9.2, Fertilizer production must also be steadily and continu- 


ously expanded along with irrigation to secure a rapid increase in 


the outturn of agricultural crops in future. 
10. Heavy chemicals (11): The production- of sulphuric acid, 
d caustic soda must be increased by 1960-61 to roughly 


soda ash an 
in 1953-54. 


four times the actual production 
11.1. Heavy machinery (12): For rapid industrialization it is 


essential to fabricate plants and machinery at home. To instal 
a plant for the production of one million tons of steel per year it 
is necessary at present to import machinery worth about Rs. 40 
or Rs. 45 crores from outside. Provision has been made for invest- 
s. 150 crores to establish large engineering workshops to 
fabricate machinery needed for producer goods plants. An imme- 
diate aim would be to manufacture every year most of the machi- 
ling a one million ton capacity steel plant. 
11.2. Investment of Rs. 40 crores is contemplated for establish- 


r the manufacture of heavy electrical equipment. 

machinery for the manufacture of 
) must be roughly doubled during the 
vision of Rs. 50 crores has been 


ment of R 


nery required for instal 


ing plants fo 

11.3. The ‘production of 
consumer goods (textiles, ete. 
plan period, and an investment, pro 


made for the purpose. 
12. Railway rolling stock (13): The annual production of loco- 
motives must be increased from 100 to 400; of wagons from 7,000 
hes from 800 to 2,000 so as to attain self- 


to 20,000; and of coac š 
sufficiency in rolling stock by the end of the plan period, 
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13. Jute textiles (14): Immediate steps should be taken to en- 
“sure a fuller use of the existing capacity and to see that by 1960-61 
the full rated capacity is utilized. 

14.1. Factory made consumer goods: The factory production 
of essential consumer goods would be increased in such a way as 
to prevent competition with the household and hand industries. 

14.2. Cotton textiles (15): Production would be increased to 
5,500 million yards per year by 1960-61, the additional production 
being used mainly for exports. (The remaining part of the internal 
demand would be met by hand-made cloth). 

14.3. Woollen textiles (16): Manufacture of woollen textiles 
should increase by about 25 per cent during the second plan 
period, ` y 

14.4. Sugar (17) and vegetable oil (18): The production of 
Sugar must be increased (preferably through cooperatives) by about 
50 per cent and reach 2.1 million tons. A rise by about 33 per cent 
of the production of vegetable oil will be necessary. 

14.5. Paper (19), bicycles (20), sewing machines (21), and electrical 
goods (22): Production must increase by roughly between 40 
per cent and 100 per cent to meet anticipated increase in demand 
and also partly for export. 

15.1. Hand-made consumer goods : Every effort must be made 
to expand the hand production of consumer goods to provide a 
marketable surplus to méet the increase in demand. 

15.2. Khadi and handloom (23) : Production would be increased 
to 3,200 million yards (from the level of about 1,200 million yards 
in 1953-54). 

15.3. Production of other hand-made ar 
from 20 per cent to 40 per cent. 

16.1. Agriculture and allied pursuits : 
(28) must be increased from 56 million tons in 1953-54 to 63 million 
tons in 1960-61, and of pulses and gram (29) from 10 to 13 million 
tons. This would make the country self-sufficient. in foodgrains 
at a somewhat higher standard of consumption than at present. 

16.2. Cotton (32) : Output must increase by 38 per cent to 
5.8 million bales so that the net import of cotton can be considerably 
reduced by 1960-61. ` 

16.3. Sugarcane (34): Output must increase to 7.5 
tons of raw sugar (50 per cent increase). 

16.4. Milk (37) : 
husbandry products s 


ticles must be increased 


The production of cereals 


million 


Production of milk and other edible animal 
hould go up by about 25 per cent, 
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In order to achieve the agricultural tar-* 


17.1. Irrigation (41) : 
irrigated area must increase from 


gets: mentioned above, the total 
70 to 100 million acres. 

17.2. Special attention must 
measures for flood control. 


18, National extension service and 
anization and persistent efforts would be required for 


the expansion of production in agriculture and in household and 
hand industries. NES blocks, which can supply a convenient 
machinery for this purpose, must cover the entire country by the 
end of the Second Plan. 

19. Transport : Railway tracks (43) would be increased by 3,000 
miles (9 per cent increase); passenger miles (44) and freight ton-miles 
(45) by 30 per cent and 40 per cent respectively. National highways 
(46) would be increased from 12,500 to 17,500 miles (40 per cent 
increase) and State roads (47) from 20,000 to 35,000 miles (75 per 
cent increase). Shipping tonnage (48) would increase from 525,000 
(in 1953-54) to about 1,500,000, an increase of 185 per cent. 

20.1. Education : The number of pupils in schools between the 
ages of 6 and 14 would increase from about 29 million in 1955-56 


to about 46 million in 1960-61. 
20.2. The expenditure on technical training, higher education 


and research (53) must increase by 75 per cent. 
ber of hospital beds (54) must increase 


21.1. Health: The num 
from 112,000 in 1953-54 to 250,000 in 1960-61; and the number of 
registered doctors (55) from 65,000 in 1953-54 to 90,000 in 1960-61. 
f junior and senior health assistants 


21.2. Two new cadres o: 
(56) would bp created with two levels of training of two years and 


four years respectively. Each junior health assistant would be 
placed in charge of a group of 10 villages or one NES block and 
one senior Health assistant would be in charge of 5 such groups or 

ith one registered doctor in charge of two 


5 NES blocks together w1 
guch units or 10 NES blocks in such a way that the whole of the 


rural aroa is covered by the end of the Second Plan. 
a2, Urban housing (67) The number of urban houses must 
RETE sufficiently to provido additional accommodation for 3 
million families during the Second Plan. 


be given to devising suitable 


“community projects (42) : 


Vigorous org 
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TABLE (1) TARGETS OF PRODUCTION FOR THE SECOND FIVE 
Š YEAR PLAN: 1956-57 to. 1960-61 


actuals provisional estimates 
name of item unit 1050 1953 1955 1960 porcen- 
25] -54 -56 -61 tage 
increase 
a (2) 60 (O (5) (p (7) 
factory producer goods a n , 
1, clectricity . m. kw 210 D BYE 6.0 71 
2, coal +. m, tons 32 36 37 60 =d 
3, synthetic petrol .. th. tons nil nil nil 300 = 
4. steel +. m. tons 1.1 1.1 1.3 5.0 
5. pig iron (for foundries) m. tons — — 0.4 1.8 
6. iron ore m, tons 3 4 4 13 
7. aluminium +. th. tons 3.7 3.8 5 40 
8. manganese ore m. tons 1 2 2 3.5 
9. cement m. tons 2.7 4.0 4.6 10.0 
10. fertilizers 
(a) nitrogenous .. th, tons 
nitrogen 9.2 61.4 90 360 300 
(b) superphosphates  .. th. tons 55 66 100 200 100 
11, heavy chemicals i 
(a) sulphurie acid -. th, tons 99 120 150 450 200 
(b) soda ash -. th. tons 45 56 75 200 167 
(e) caustic soda .. th. tons 11 25 33 100 203 
12. heavy machinery to fabri- 
cate plants (investment) 
(a) steel .and producer 
goods š -» Rs, crores nil nil nil 150 = 
(b) electrical equipment .. Rs. crores nil nil nil 40 = 
(e) consumer goods ++ index — — 100 200 100 
13. railway rolling stock x 
(a) locomotives . no. nil 86 100 400 300 
(b) wagons ene no, 1095 6892 7000 20000 . 186 
(e) passenger coaches |., no, 479 786 800 2000 150 
14. jute textiles . th. tons 892 864 1000 1200 20 
factory consumer goods 
15, cotton textiles -. m, yds, 3718 4906 5000 5500 10 
16. woollen textiles +» m. Ibs. 18 20 20 25 25 
17. sugar y +. m, tons 1. 1.1 1.4 2.1 50 
18, vegetable oil . m. tons SS eee 1.5 = 2.0 33 
19. paper +. th. tons 114 137 140 200 43 
20. bicycles J -. thousand 101 290 500 1000 100 
21, sewing machines .. thousand 33 68 90 150 67 
22, electrical goods . index — — 100 166 66 
hand-made consumer goods 
23. khadi and hand-loom _.. m. yds, 742 1200 1600 3200 100 
24. soap +» th, tons — — 28 40 43 
25, foot wear . m. pairs = NA 80 1 95 
26. -food industries . index = <2) ‘tn ise 50 
27. metalwares ++ index — 5 100 133 33 
agricultual and associated pursuits 
28, cereals +. m, tons z 5 
29. pulses and grams + m. tons TE SeT ae s i 
30. total foodgrains : m. tons 50.0 65. 5 76 5 
31. oilseeds im, to Bite e Pees 70 6 
+ m. tons 5.1 5.6 5.6 7.0 25 


) 
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TABLE (1) : TARGETS OF PRODUCTION FOR THE SECOND FIVE 
YEAR PLAN: 1956-57 TO 1960-61—(Continued) 


A actuals provisional estimates 
name of item unit 
1950 1953 1955 1960 percen- 
-51 -54 =56 ə -61 tage 
2 inerease 
(1) (2) (5) (6) (7) 
cotton .. m, bales 4.2 5.8 38 
jute - .. m. bales 5.0 5.4 8 
34. sugarcane (raw sugar) .. m. tons 5.0 7.5 50 
35. tobacco .. th. tons 250 300 20 
36, tea . m. tons 607 675 675 750 11 
37. milk .. index — — 100 125 25 
38. wool .- m. lbs. — — 40 50 
39, timber ' „« index — — 100 , 130 
40. fish .. ndex — — 100 125 
tural development 
41. gation 4 . m. acres 50 58 70 100 43 
42. NES and community no. of 4 a 
projects .. blocks — 479 1200 5600 367 
> 
transport : railways 
3. mileage + milos = — 34,500 37,500 ae 
passenger miles .. index — — 100 130 30 
. index — — 100 140 40 


1! Ë 
freight ton-miles 


roads 


A i iles fin 5. 40 
46, national highways .. th. miles 11.9 12,5 40 
ASAS . th, miles 17.6 = 20.0 75 


47. State roads 


shipping 

48. tonnage . thousand 391 525 610 1,500 146 

social services ; education 

49. pupils: age 6-11 z .. lakh isy = ae ae a 

50. pupils : age Te .» lakh 3 

51. percentage of students Í "a 3 
In age koda : 6-11 .. percent 42 — zo ve 3 

52 }l-l4—.. per cent 14 — 2 é ji 

at 430 y W. ; N ç: aX f E 

53, technical training, higher index o! y AET E We 
education and research ` expenditure — 100 175 75 

health i j 

54. hospital beds _. thousand 107 1 ; 2 ie a y 
doctors (registered) thousand 3 w s y y En P 

56. health assistants . index 

housing z z: 

57. urban houses .. lakh 101 — 120 150 25 

communication ik A í ue fs 

5 5i ices .. thousand 37 47 53 78 

59: Fa ee cia “thousand — 36398 «it as 

60. telephones .. thousand 168 220 0 


14 _ 


APPENDIX TO CHAPTER Two 


COMMODITY BALANCES IN 1960-61 (Provisional) 


1. Attempts have been made to see, in a tough way, that the 
targets given in Table (1) are consistent. 
relevant information for five major commodi 
steel, cement, and heavy chemicals. 

2. Hlectricity : 


This appendix gives 
ties : electricity, coal, 


The consumption of electricity in 1960-61 
is expectéd to be 20,000 million kilowatt hours (kwh) which should 
be possible to secure from an installed capacity of 6 million kilo- 
watts (mkw) with a slightly higher rate of utilization than the 
Present rate. The following allocation of power in million kwh 
is envisaged in 1960-61: iron and steel (2500), aluminium (1300), 
cement (1100), cotton textiles (1500), fertilizers (1000), all other 


industries (5600) and light, small power, traction and all other 
uses (7000j;—total (20,000). 


3. Coal: The industrial development envisaged would 
require at least 60 million tons of coal. The allocation in million 
tons in 1960-61 is expected to be as follows : railways (14.0), elec- 
tricity (5.0), iron and steel (15.0), cement and bricks (5.0), cotton 
textiles (1.5), jute mills (0.5), paper (1.0), fertilizers (1.0), other 
industries (4.0), bunker and steamer service (2.0), domestic (7.5), 
synthetic petrol (1.5), and all other uses (2.0)—total (60.0). 

4. Steel: The tough pattern of utilization in million tons 
in 1960-61 is given below : steel processing industries (1.5), railways 
(0.8), industrial development schemes both public and private 
(0.8), other Government development schemes including multipur- 
pose and State irrigation Projects (0.2), construction (0.5), industrial 
maintenance and packing (0.3), defence and roads (0.1), and all 
other uses including export (0.7)—total (5.0). 

5. Cement: The allocation envisaged in million tong in 1960-61 
is as follows: all construction (6.4), cement products (0.4), rail- 
ways (0.5), roads (0.3), multipurpose and State irrigation projects 
(1.8), and all other uses including export (0.6)—total (10.0), 

6.1. Heavy chemicals : 


Balances have been worked out for 
sulphuric acid, caustic soda and soda ash. 
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6.2. Sulphuric acid: The allocation in 1960-61 in thousand ,, 
tons will be as follows : ammonium sulphate (60), superphosphate 
(110), iron and steel (90) and all other uses (190)—total (450). 

6.3. Caustic soda: The allocation in 1960-61 in thousand 
tons will be as follows : soap (30), textiles (20), paper (15), alumini- 
um (5) and all other uses (30)—total (100). 

6.4. Soda ash: The allocation in 1960-61 in thousand tons 
will be as follows: glass (100), textiles (10), silicate of soda (10), 
paper (10), other chemicals (25) and all other uses (45)—total (200). 


CHAPTER THREE 


“INVESTMENT AND DEVELOPMENT 


1.1. Allocation of investment: The allocation of investment 
(or net capital formation) by broad sectors is shown in Table (2). 


TABLE (2): ALLOCATION OF INVESTMENT 
(Rs. crores) 


sector public private total percentage 
<0) AES (3) (4) (5) 

1. electricity 450 50 500 8.9 

2. industry 1,000 400 1,400 25.0 

3. transport & communication 850 50 | 900 16.1 

4. agriculture & irrigation 750 200 950 17.1 

5. construction 250 1,100 1,350 24.0 

6. stocks 100 400 500 8.9 
total 3,400 2,200 5,600 100.0 


1.2. Electricity includes both hydro-electric 
stations. Industry includes the household and 
Construction includes residential 
public buildings. 


40 per cent higher. 
2.1. Allocation by industries : 
by important industries is shown in Table (3), 
2.2. The provision for iron and steel inc 
capacity of existing plants: three new 
Pradesh and one more); factories for 


for foundries, and miscellaneous items, 


and thermal power 
1 hand industries. 
houses, schools, hospitals, and 


The breakdown of investment 


ludes expansion of 
plants (Rourkela, Madhya 
the production of pig-iron 
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2.3. Along with the installation of one synthetic petrol plant., 
necessary action must be taken to train personnel and build up 
experience through pilot plants for the establishment of associated 
chemical industries. 

2.4. The production of electrical appliances would include elec- 
trical machinery (such as tunbines, generators, transformers, trans- 
mission equipment ete.) required for hydro-electric and thermal 
projects. 

2.5, The heavy machinery industry to be established in the 
public sector must be able by 1960-61 to fabricate machinery re- 
quired to instal every year a steel plant of a million ton capacity 
or plants to manufacture producer goods of roughly equivalent 
value. > 


TABLE (3) : ALLOCATION OF INVESTMENT BY INDUSTRIES 


— P.  n.-<< Á á y ,°% T T V.. 


industry investment, percentage 
(Rs, crores) 

(Eb (2) (3) 

l. iron and steel 425 30.4 

2. synthetic petrol 80 5.7 
3. heavy machinery to fabricate plants for 

(a) steel and producer goods 150 10.7 

(b) electrical equipment: 40 2.9 

(e) consumer goods 50 3.6 

4, coment, chemicals, ete. 100 7.1 

5. existing State enterprises 50 3.6 

6. aluminium 30 2.1 

7. minerals and prospecting 75 5.4 

8. fertilizers 100 ge 

9. factory consumer goods 100 7.1 

10. household and hand industries 200 14.3 

total f 1,400 100.0 


2.6. The aluminium industry must be developed to make the 
country independent of imports of copper by 1960-61; and must 
continue to be further expanded in future. 

2.7. Geological surveys and especially prospecting for oil and 
minerals by Government organization must be rapidly expanded. 
Mining operations must also be greatly expanded. A provision of 
Rs. 75 crores has been made for this purpose. 

2.8. Rs. 100 crores have been provided for the installation of 
fertilizer plants with capacity equivalent to roughly four times 
the current production at the Sindri factory. 
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2.9. The greatest importance is attached to the expansion of the 
“household and hand industries as this would be the principal method 
of liquidating unemployment and also of creating a marketable 
surplus of consumer goods to meet the increase in demand arising 
from investments in heavy industries, construction work, and ex- 
penditure on social services, Rs. 200 crores or Rs. 40 crores per 

year have been provided for this purpose. 


3.1. Public development expenditure: In the First as well as in 


the Second Plan certain items of current expenditure have been 


included in addition to provision for investment. This is shown 
in Table (4). 


TABLE (4): PUBLIC DEVELOPMENT EXPENDITURE 
second plan first plan 
sector invest- 
ment current total per cent per cent. total 
(Rs. (Rs. (Rs. (Rs. 
crores) crores) crores) crores) 
(1) (2) (3) (4)" (5) (6) (7) 
1. electricity ras Si 450 10.5 
2. agriculture, irrigation and 3 
rural development 750 200 950 22.5 
sub-total (1,400) (83) ae Da0 
3. industry & minerals 1,000 100 1,100 26 8 178 
4. transport and communi- 
cation 850 100 950 22 24 536 
5. construction and social 
services 250 500 750 17 24 544 
6. stocks 100 — 100 2 = = 
total 3,400 900 4,300 100 100 2,248 


3.2. Comparable figures for the First Five Year Plan are given 


in cols. (6) and (7). The total development expenditure of Rs. 


4,300 crores in the Second Plan is just short of double the planned 
development expenditure of R 


- 2,248 crores in the First 
Plan. $ 


1 ) in the First Plan). The actual 
expenditure in the Second Plan is greater but the relative 
expenditure (as a proportion of the t 


otal) is less in all the other 
sectors, 


` 
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4.1. Total development expenditure: In addition to the current” 
development expenditure included in Table (4), there are current 
expenditures for purposes of development not included in the Plan. 
The position is shown in Table (5) below. 

TABLE (5); TOTAL "GOVERNMENT EXPENDITURE 
(Rs. crores) 


item 1955-56 1960-61 total 
(estimated) (estimated) second plan 


P) z is 2 (3) ay <Ç 


l. non-development 
(defence and civil 


administration) 625 725 x: 3,400 
2. dovelopment Š 
(a) not in the plan 200 225 1,100 
(b) in the plan 600 1,100 4,300 
3. sub-total a SO 1,325 x 5.400 
total 1,425 EG 2,050 i 8,800 ` 


4.2. The total Government expenditure is expected to increase 
from Rs. 1,425 crores in 1955-56 to about Rs. 2,050 crores in 1960-61 
the total development expenditure would increase at the same 
time from Rs. 800 crores to Rs. 1,325 crores; and the development 
expenditure included in the Second Five Year Plan would increase 
from Rs. 600 crores to Rs. 1,100 crores. 

4.3. The total Government expenditure during the Second 
Five Year Plan is expected to be Rs. 8,800 crores out of which Rs. 
3,400 crores would be non-deyelopment (defence and civil adminis- 
tration), Rs. 1,100 crores development expenditure not included 
in the Plan, and Rs. 4,300 crores development expenditure included 
in the Plan. 


CHAPTER Four 
y% EMPLOYMENT AND INCOME 


1.1. Employment: In India a very large number of families 
(comprising a majority of the population) are self-employed, many 
of which use their labour power only partially and thus suffer 
from chronic under employment. They must be provided with 
opportunities of doing more work and thus increasing their income. 

1.2. In the urban areas there is a large number of persons with- 
out jobs and seeking work for whom new employment must be 
created. New work must also be found for roughly 1.8 million 
persons who, on an average, would enter the working force every 
year (calculated on the basis of a labour force composition of 40 per 
cent of a net average increase in population of 4.5 million per year. 

2.1. The programme of production, investment, and develop- 
ment (discussed in Chapters Two and Three) is expected to generate 
a volume of employment shown in Table (6). 


TABLE (6): ESTIMATED VOLUME OF EMPLOYMENT IN 1960-61 


employment increase 
(in million) 


Sector 


Eorann ee i: 
1955-56 1960-61 actual per cent 
(million) ` 
(1) A (2) (3) (4) (5) 
1. agriculture & allied pursuits 109.5 111.0 1.5 1.4 
2, mining & factory establishments 4.0 5.7 1.7 42 
3. household enterprises & construction 12.0 15.0 3.0 25 
4. communication, railways, banks, insurance 1.6 2.0 0.4 25 
5. wholesale and retail trade, transport 
(other than railways), ete, 10.0 12.0 2.0 20 
6. professions, services (including govt, š K 
administration) and the rest 14.9 17.3 2.4 16 
total 152.0 163.0 11.0 7 


ought under control by the end of 
Because of the rapid rate of indus- 
he biggest inerease of employment, 
cur in mining and factory enterprises, 
industries, communication, transport, 


trialization, proportionately t 
about 45 per cent, would oce 
The household and hand 
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trade, etc., would have an increase of about 20 per cent or 25 per 
cent and the professions and services of about 16 per cent. Even 
in the Second Plan labour would not begin to be drawn away from 
agriculture and allied pursuits, but would increase at a low rate of 
the order of only 1.5 per cent, which would still mean an increase of 
1.5 million persons in, the labour force in this sector. 

3.1. Income: ‘The net domestic output at 1952-53 prices had 
increased from Rs. 91.9 abja in 1950-51 (the base year of the First 
Five Year Plan) to about Rs. 103.1 abja (provisional estimate) 
in 1953-54. This represents an increase of Rs. 11.2 abja or 12.2 
per cent in 4 years or just over 3 per cent per year. A part of this 
increase was probably due to exceptionally good agricultural crops 
in 1953-54 and another part possibly to a partial correction of the 
previous underestimation of crops. If allowance is made for these 
factors the real increase would be probably about 10 per cent in 4 
years. 

3.2. In the Second Five Year Plan the rate of investment and 
development would be roughly double that of the First Plan. The 
rate of increase of income is also expected to be roughly double or 
about 5 per cent per year. The same estimate has been generally 
corroborated from more detailed calculations by sectors on the 
basis of the investment and development programme. 

3.3. The expected increase in national income is shown in 
Table (7). 


C PRODUCT OF THE INDIAN UNION 
AT 1952-53 PRICES 


TABLE (7): DOME: 


Rs. abja ( = 100 crores) 


mated) 
(actual) —— —— n _ inereaso 
1950-51 1955-56 1960-61 per cent 


(1) (2) (3) (4) (5) 


sector 


1. agriculture and allied pursuits 45.2 52.8 63.4 20 
2. mining and factory enterprises 6.6 9.0 15.0 67 
3. household enterprises & construction 9.3 @0.2 °14.3 40 
4. communication, railways, banks, etc. 3.1 3.6 4.7 30 
5. wholesale & retail trade, other transport 13.4 TIS 18.8 25 
6. professions, . services including govt. ; E 

Administration and the rest 14.3 17.8 20.8 20 
7. total 91.9 108.0 137.0 27 
8. population (million) 359.3 383.7 409.7 7 
9. per capita income (Rs.) 256 282 334 19 


15 


CHAPTER FIVE 
FINANCE AND FOREIGN. EXCHANGE 


1. Rate of investment: The planned net investment covering 
both public and private sectors is Rs. 5,600 crores over the period 
of the Second Plan. The current rate of investment is about 7 per 
cent; this will have to be raised to about 11 per cent of national 
income by 1960-61. 

2.1. Resources for the public sector: The total expenditure of 
the Centre and State Governments combined is estimated at 
Rs. 8,800 crores for the Second Plan as a whole (Table 5). Expen- 
diture outside thefplan would increase from Rs. 825 crores in 
1955-56 (estimated) to Rs. 900 crores on an average in the 
Second Plan. Expenditure on the Plan is expected to increase from ° 
Rs, 600 crores in 1955-56 (estimated) to an average of Rs. 860 crores 
in the Second Plan. 

2.2, The total receipts from taxes and non-tax revenue, at the 
current rate of intake of 8.5 per cent of national income, would bring 
in about Rs. 5,200 crores. Borrowings (net) from the public should 
yield Rs. 1,000 crores (about Rs. 600 crores from loans and Rs.400 
crores from small savings). Allowing for Rs. 200 crores for receipts 
from railways and miscellaneous items on capital account, the 
total receipts from domestic Sources, at current rates, would be 
Rs. 6,400 crores. 

2.3. This leaves a gap of Rs. 2,400 crore 
As against this, external assistance 
The balance of Rs. 2,000 crores will h 


by fresh taxation and profits of such commercial or industrial under- 
takings as can be started in the public sector. The aim should be 
to limit deficit financing to a total of Rs, 1,000 to 1,200 crores. A 
taxation target of 9 to 10 per cent of national income as against 
the present level of about 7 per cent must be attained 

3.1. The budgetary position on the above basis is shown in 
Table (8). 

3.2. A good part of the additional 
would be created at lower income levels, 
take time to become profitable, 


s in the public sector. 
may provide Rs. 400 crores. 
ave to be found at least in part 


income in the Second Plan 
The heavy industries would 
Also, foreign assistance may not 


a a A n e 


` essential imports and 
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be realised to the fullest extent. It would be essential, therefore, 
to keep a stringent watch on expenditure outside the Plan, to make 
necessary adjustments in the price and subsidy policy of Govern- 
ment, to reach new strata for tapping savings, and finally, to make 
changes in the tax structure to raise additional resotirces required 
to finance the Second Plan. 


TABLE (8): GOVERNMENT BUDGET : 1956-57 TO 1960-61 
(Rs. crores) 


expenditure z receipts 
(1) (2) (3) (4) 
1, on the plan 4,300 1, on the revenue account 5,200 
2. outside the plan 4,500 2. loans from the public 1,000 
3. railways and miscellanedéus funds 200 
4. foreign assistance 400 
5. sub-total 6,800 


É 6. additional taxes and loans and 
profits from State enterprises 800-1,000 


7. deficit financing 1,000-1,200 
8,800 


total 8,800 total 


4.1. Finance of the private sector : Investment in the private 
sector is estimated at Rs. 2,200 crores out of which Rs. 1,100 crores 
or about a half is for housing and Rs. 400 crores for industries. 

4.2. With deficit financing of Rs. 1,000 to Rs. 1,200 crores by 
Government, the banking system should be able to provide the 
credit required for working capital. In fact, conditions of easy 
credit are likely to emerge. 

4.3. The newly set-up financial institutions (such as the Indus- 
trial Investment and Credit Corporation) will assist the private 
sector. The pattern of investment in the private sector will have 
to be watched continuously and influenced in the desired direction 
through tax incentives, selective credit controls, capital issue cont: ol 


and similar devices. 


5.1. Foreign trade and payments : 
have to be made of capital goods in the Second Plan. The total 


need would come to about Rs. 1,200 crores; adding Rs. 400 crores 
for import of equipment for replacements, the total requirement 
would be about Rs. 1,600 crores for import of capital goods. 

5.2: This must be met partly by increased production oi food- 
grains, sugar, cotton, and petrol; partly through foreign assistance 
and withdrawal from sterling balances; and by curtailment of non- 
promotion of exports in every possible way. 


Much larger import will 


CHAPTER SIX 


PLANNING ORGANIZATION AND ADMINISTRATION 


1.1. Planning organization: Planning must be continuous 
and flexible. In addition to the Five Year Plan, detailed annual 
plans must be prepared every year. Targets, projects, and policies 
must be continually reassessed and reformulated to suit changing 
needs and conditions. ` 

1.2. At the same time it is imperative to keep in perspective 
the potential growth of the economy over a long period so that 
decisions can be made to secure a balance between short term 
and long term objectives. 

1.3. For planning on lines explained above, it is necessary to 
build up an appropriate planning organization. A technical orga- 
nization (consisting of economists, statisticians, scientists, 
engineers, technologists, and administrators) must be established 
within the Planning Commission for the preparation 
ing examination of the national plan 
balances relating to it. Technical units must also be established 
in the Central Ministries, State Governments, and other agencies 


to prepare detailed projects and estimates and to revise them as 
necessary. 


and continu- 
and for working out the various 


-way flow of information. 
ntinually checked against 
of projects. Possibilities 
must continuously shape 


kinds would be continually required 
on of the plan and of detailed projects 
as well as for the assessment of the progress and implementation 
of the Plan. 


1.6. The information service and 


must be closely related. The Central Statistical Organization 
in association with the Indian Statistical Institute must function 
as an integral part of the planning machinery at the Centre. 
Following the same pattern, the State Statistical Bureaus must 


serve as focal points for statistical services in connection with 
planning activities at the State level, 


planning and project activities 
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2.1. Administrative machinery: Planning on bold lines with 
a steady expansion of the public sector and advance to a socialistic 
pattern of economy would require the building up of appropriate 
administrative machinery of a new type at all levels. 

2.2. There must be decentralization, on business-like lines, 
of the day to day managenient of public enterprises with large 
delegation of financial, administrative, and executive control to 
develop initiative and responsibility at the periphery so necessary 
for efficient conduct of business enterprises. 

2.3. Attention must be focussed on the implementation of 


° 


the Plan—on getting things done at the right time—and rules ` 


i r. revi ective 
of procedure must, if necessary, be revised to ensure Gi 


açtion. Secretariat control of the present type must be replaced 
to a large extent by control, by truly autonomous public corpora- 
tions set up by Government or through the supply of credit by 
State Banks working under the general guidance of Government 
in matters of policy. | 

2.4. Administrative difficulties 
Government machinery are likely to prove the greatest oheratle 
to efficient planning. To overcome such difficulties, large organi 
zational and even constitutional changes may become necessary. 
The problem is urgent and requires immediate and serious 
attention. 

2.5. Government must rally public supp 
Plan and encourage and help non official orga 
its fulfilment. 


inherent in the existing 


ort in favour of the 
nizations to promote 
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EXTRACTS FROM THE SECOND FIVE YEAR PLAN 
A TENTATIVE FRAME-WORK 


Working paper prepared jointly by the Economic Division, Ministry of Finance 
and the Economic Division, Planning Commission in consultation with the Central 
Statistical Organization and the Indian Statistical Institute. 


Ce CHAPTER ONE 


OBJECTIVES OF THE SECOND PLAN 


* * * * y * * 


NATIONAL. INcoME AND STANDARD OF LIVING 


5t. The First Five Year Plan contained an illustrative model 
of development over a period of some 27 years. According to that 
model, India’s national income could be doubled in some 22 years, 
per capita income could be doubled in about 27 years, and per capita 
consumption could be increased by roughly 70 per cent in a little 
more than five plan periods (i.e., between 1950-51- and 1977). 

6. The increase in national income by the end of the First Plan 
is likely to be greater than was anticipated and may amount to some 
15 per cent over the five years. The national income of India in- 
creased by some 15 per cent in real terms during the five years 
1948-49 to 1953-54. During the first three years of the First Plan, 
the increase was of the order of 12.5 percent. Even when allowance 
is made for the provisional character of the estimate for 1953-54 
and for favourable monsoons, it is reasonable 
cent increase in national income over the 
the Second Plan, therefore, we may 
national income higher than 15 Per cent say, 25 to 27 per cent in 
five years, or 5 per cent per annum as a first approximation. 

T. An increase in national income of about 5 per cent every 
year in the Second Plan is by no means unrealistic or ambitious. 


to expect a 15 per 
First Plan period. For 
well aspire to an increase in 


T Original numbering of paragraphs has been retained 
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A rate of increase in national income of 3 per cent per annum has 
been achieved over a period of years without any attempt at plan- 
ning in countries already advanced industrially. In recent years, 
the socialist countries in Eastern Europe have achieved a rate 
of increase of some 12 to 16 per cent in national income every year. 
In the light of this experience, the target of a 5 per cent per annum 
increase in national income for the Second Five Year Plan must 
be regarded as a minimum to aim at. With effort and organiza- 
tion, it should probably be improved upon. On this basis, it should 
be possible to advance the long-term targets outlined in the First 
Plan by some four to five years, or even more. 

NET NATIONAL OUTPUT OF INDIA AT CURRENT AND 
CONSTANT PRICES 


aaaea 
*1953-54 1952-53 1951-52 1950-51 1949-50 1948.49 


a) (2) ETD (3 (5) (6) (7) 


net output in Rs. abja** 


° 


at current prices 106.0 98.6 99.9 95.3 90.1 86.5 
at 1948-49 prices 99.5 95.2 91.6 88.5 88.2 86.5 


per capita net output in Rs. 


at current prices 283.9 267.4 274.5 265.2 253.9 246.9 
at 1948-49 prices 266.5 258.1 251.7 246.8 248.6 246.9 


index number of net output 
with 1948-49 as base 


at current prices 22.56 114.0 115.5 110.2 104.2 +100.0 
at 1948-49 prices 115.0 110.1 105.9 102.2 102.0 10.00 
index number of per capita 
net output with 1948-49 as 
base 
at current prices 115.0 108.3 111.2 107.4 102.8 100.0 
at 1948-49 prices 107.9 104.5 101.9 99.8 100.7 100.0 


* preliminary. ** abja=100 crores=10% 


8. An increase in national income of some five per cent per 
annum would permit both a sizable improvement in the level of 
living in the country and an increase in the rate of investment. 
If investment is stepped up from roughly 7 per cent of national 
income at present to about 11 per cent of national income by the 
end of the Second Plan, total consumption should increase roughly 
by 20 per cent and per capita consumption by 12 to 13 per cent 
by the end of the Second Plan. 
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GROWTH IN NATIONAL INCOME IN SELECTED COUNTRIES 


———— Ó —  ü—ə N n- — —— x D À —n 


rate of growth 
country period (annual average 
4 i in per cent) 


(1) jo (2) (3) 


U.S. A. 1869-78-1904-13 4.5 

1869-78-1929 4.0 

1899-1908-1929 3.2 

1929-1950 3.0 

Canada 1903-29 2.6 

Switzerland 1890-1929 2.7 

Germany 1876-1913 2.8 

Japan 1887-1913 3.0 

1914-1930 6.7 

A 1914-1937 6.7 

Australia, 1901-03-1928-29 3.2 7 

, 1901-03-1947-48 2.5 
Soviet Union 1928-37 (official) 16 
1949-53 3: 15 

Poland - 1947-53 5 14.5 
Czechoslovakia 1948-53 om 12 
Hungary 1952-5; s; 12 
Bulgaria A 16 


9. The First Five Year Plan aimed, as a first 


step, at restoring 
the pre-war ley 


els of consumption of the basic necessaries of life in 
the country. There has been a significant increase in the consump- 
tion of foodgrains, cloth and other items in recent years and the 
damage done by war and partition is all but repaired. However, 
the standards of nutrition, clothing, health, housing and education 
in the country are still inadequate. 
10. The minimum requirements of cereals in a balanced diet 
were estimated by the Nutrition Advisory Committee as 14 oz. 
per adult per day. The average consumption of cereals in the 
country has increased from less than 13 oz. 


51 to nearly 15 oz. in 1953 T per adult per day in 1950- 
y 15 oz. in -54. The availability of ° 
still falls short of mini iti L ena 


untry; and the 
in ease if purchasing power 
us, quit r $ 
quirements of a growing populati a Onn there 


on, the producti ; 
needs to be increased in the Second Plan mean 


ene Sase of other foods such as milk, ghee, meat.. fish 
Eee its, vegetables and sugar the present level of 
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consumption falls far short of minimum requitements. In planning 
for a higher standard of living special attention must be devoted 
in the Second Plan to animal husbandry, fisheries, poultry-farming, 
vegetable gardening and other branches of food production. How 
much advance in these directions can be secured within the next 
five years is a matter for detailed examination. 

12. The average consumption of cotton cloth in India is now 
back to the pre-war standard of 15 yards per person per year. The 
Textile Enquiry Committee has recommended an increase in con- 
sumption of cotton cloth to 18 yards per person by 1960. This 
modest objective must be achieved in the Second Plan. 

13. During the war, an acute housing shortage developed in the 
urban areas. Urban population increased by 42 per cent during 
1941-1951, and the shortage of houses at the end ofthe decade 
was estimated at more than 1S lakhs in addition to some ‘10 lakh 
houses required for displaced persons from Pakistan. There has 
been a substantial increase in urban construction in recent years, 
and it is reasonable to expect that the supply of houses in the urban 
areas would increase from some 102 lakhs in 1950-51 to about 115 
to 120 lakhs by the end of the First Plan. Broadly, provision has to 
be made in the Second Plan for the construcion of an additional 
30 lakhs of houses in the urban areas. The housing problem in rural 
areas is not as acute as in urban areas. But an effort must be made 
through the National Extension Service and similar agencies to 
improve housing conditions in rural areas as well. 

14. As regards education, of the total population of children 
between 6 and 14, only 23 per cent went to school in 1939-40 and 
some 32 per cent in 1950-51. Tt is expected that this proportion 
would increase to 40 per cent by the end of the First Plan. Under 
the directive principles of the Constitution, the State must endea- 
vour to provide free and compulsory education to all children below 
the age of 14 within a period of ten years. A considerable expansion 
to a proportion of say, 60 per cent, in primary education facilities 
must, therefore, be achieved in the Second Plan. Similarly, the pro- 
vision of hospitals, doctors, nurses and sanitation facilities in the 
country is far from adequate and a substantial increase in health 
and medical facilities during the Second Plan must be assured. 
ational product by some 25 per cent 


15. An increase in n ; er 
ase in the level of living as 


would be required to ensure the incre 


envisaged above. is 
* 
* 
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SOCIAL JUSTICE 


40. As in the case of all things that really matter in life, social 
justice is easy to recognise but not so easy to define. Since the goal 
of a socialist pattern has now been clearly accepted, concrete 
steps in this direction have to be taken during the next plan 
period. 

41. An important element in this transformation must be land 
reform with a ceiling on holdings and an explicit transfer of pro- 
perty rights to the actual tillers of the soil. In order to be economi- 
cally meaningful, land reform must be supplemented by consoli- 
dation of holdings and by provision of credit, marketing and ware- 
housing facilities in the rural areas on the lines indicated in the 
report of the Rural Credit Survey. 

42. A socialistic pattern of society also implies State ownership 
or control of the strategic means of production. With the rapid 
development of basic industries, largely in the public sector, the 
Second Plan would ensure for the State a significant increase in its 
influence on this sector. Where necessary, the State must be pre- 
pared to enter into other spheres such as b 
trading. 

43. Certain basic necessities of life must 
proportion of the peo 
the same in order 
the country. Amo 
isimportant is 
an assurange of access to them for chil 
The Second P 


anking, insurance and 


to the provision of free 
poor and deserving 
students from the primary right up to post-graduate levels. In 
other words, the sphere of public or commur 
be increased as the share of the public sector 
prises goes up. 
44. Conspicuous consum 


and tuition facilities to 


nal consumption must 
in productive enter- 


ption by the more well-to-do classes 
s s. Dp em ts Olum dtaolf by the 


bootstraps, the self-denial and labour of the poor must provide 
directly or indirectly the major part of the resources for develop- 
ment. But such self-denial and effort cannot be justified in the midst 
of glaring inequalities. Conspicuous consumption by a few persons 
also serves to dissipate the habit of thrift in others who follow suit 
mm some measure for reasons of Social prestige, Curbing of 
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conspicuous consumption requires a fairly stiff system of taxes on 
luxuries. But, basically, thesolution is reducing expendable incomes 
through direct taxation. 

45. The Taxation Enquiry Commission has recommended that 
there should be a ceiling on net personal incomes after tax which, 
generally speaking, should not exceed approximately 30 times the 


prevailing average per family in the country. This recommendation 
S ge p Ny 


is intended to be implemented by steps over a period of time; but a 
few steps must be taken in this direction in the Second Plan. 

46. The emphasis on employment opportunities in the Second 
Plan will raise incomes at lower levels. At the same time, an infla- 
tionary rise in prices which corrodes living standards of the workers 


“and the middle class must be avoided as far as possible and in the 


event of inflationary measures gathering strength, steps must be 
taken to prevent the concentration of wealth and incomes in the 
hands of the trading and profit-making classes. 

47. Industrial relations must be so arranged as to provide labour 
with both economic security and fair wages. The claims of capital 
accumulation must, of course, have precedence in the allocation 
of profits but a proportion should be devoted to increasing amenities 
like housing, providing training with a view to promotion, ete. In 
public undertakings, the State must set an example as a model 
employer. 

48. Agricultural prices are not likely to remain depressed during 
a bold plan for rapid industrialisation. In the event of a sustained 
fall in agricultural prices, demand must be stimulated promptly 
by greater public expenditure and by open market operations by 
Government, Any sharp turn in the terms of trade against agri- 
culture would depress the living standards of the large mass of people, 
jeopardise the increase in agricultural productivity and would curtail 


demand in general. 


CHAPTER Two 


THE SECOND FIVE YEAR PLAN IN OUTLINE 
* * * * * * * 


II. [INVESTMENT AND PRIORITIES IN THE PLAN 


31. *** The concept of “investment” bristles with ambiguities; 
and in view'of the variety of concepts in the field, it is necessary to 
specify clearly what is included in investment here. 

32. Inthe First Five Year Plan, two concepts were used to denote 
the size of the Plan, viz., net investment and developmental expendi- 
ture. Thus the net investment in the pudlic sector was expected 
to be of the order of Rs. 1,600 to Rs, 1,700 crores; whereas the 
developmental expenditure which includes outlay of a capital as 
well as current expenditure was initially estimated at Rs. 2,069 crores. 
Since outlay on the Plan included only a portion of the outlay on 
certain developmental heads such as he 
additional concept of total 
from that included in the P. 
cate the size of the Plan. 
in private 


alth and education, an 
developmental outlay (as distinguished 
lan) has also been used at times to indi- 
Tn the case.of 42 organized industries 
and public sectors, the First Plan considered the require- 
ments of gross rather than net investment in 
was made for part of depreci 
Similarly, 


as much as allowance 
ation, replacement and modernization, 
the requirements of working capital were taken account 
of in the case of industries, but not for other sectors, 

33. For the purposes of this paper, we spe 
when referring to the economy as a whole. If our idea in assessing 
the ‘investment cost? of a plan of certain size and character is to 
measure the effort of saving that is involved, it is more logical to 
consider gross income and gross investment. The entire gross 
product of the economy is, strictly speaking, available for consump- 


tion or investment, ade for depreciation is 


ak of ‘net investment’ 


rces are in fact required 


amount of depreciation. Replace- 
ment itself is seldom a mere subs 


titution of one machine or building. 
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by another of the same type. Nonetheless, since our national 
income statistics are expressed in net output terms, it may be 
convenient to relate them to net investment. 

34. Non-monetized investment is not included in investment. : 
In a predominantly rural community of self-supporting persons, a 
significant amount of investment must be done by the application 
of personal labour and by using locally available materials. With 
the efforts to mobilise voluntary labour for various nation-building 
activities such as flood-control. investment in non-money terms 
must play an important part. It is also illogical not to include such 
investment when the income generating from it is included in 
national outpat. However, in view of the highly conjectural 
nature of the imputed value of such investment, ibis proposed to 
disregard it at this stage. Ms: 

35. As regards investment in working capital, i.e., in stocks of 
goods and services waiting to be consumed or to be utilised in pro- 
duction, it is clear that any additional requirements here are indistin- 
guishable from the requirements of the fixed capital. Both require 
“savings” in real and financial terms; and as the Rural Credit Survey 
amply- points out, provision of short-term capital has as much 
relevance to production as that of long-term capital. Indeed un- 
less increments in stocks of all goods are included in investment, 
it would be difficult to justify the inclusion of residential houses in 
investment. Construction of a house is investment not because 
it-resembles a producer good more than a consumer good but be- 
cause it represents a net addition to the stock of houses. The re- 
quirements of additional working capital over a period are not easy 
to estimate; but a rough allowance is made for them here. 


36. Although it is more meaningful to speak of net investment 
as a whole, it is useful to retain 


when referring to the economy 
aking of the public 


the concept of developmental expenditure in spe 
sector. Whether this developmental expenditure under the Plan 
should include only a part or whole of the expenditure in certain 
specified heads is a question to which we return later. But at this 
stage, it may be emphasized that as long as we use more than one 
concept to indiante the size of the Plan in the public aa wodi 
recenti U coe sp ; Nae a as Thus, net 
make icit the magnitudes OF # 3 

EEE m through the budget. Ta E T E ee 
and the outlay on the Plan must be all readily a; 


the budget statements. 
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c37. The total amount of net investments required for achiev- 
ing the targets outlined above may be estimated at about Rs. 5,600 
crores. ‘This estimate is made up by aggregating, wherever possible, 
the capital requirements of the individual targets. However, 
this procedure cannot be adopted uniformly for two reasons. The 
targets do not cover all the items of production. And in several 
important sectors, particularly in agriculture, investment is multi- 
purpose in the sense that only a complex of products can be related 
to a complex of investment. 

38. Again, it is not as if all the investment in the community 
is strictly required for the achievement of the targets set. Residen- 
tial construction, stock piling and investment in gold and precious 
metals can take place irrespective of the requirements of the targets 
sought to be achieved. It is as well, therefore, to be clear in our 
minds as to how much allowance we make for such investment. 


* * * * * * 


7 ; 
TIT. NATIONAL INGOME AND THE STRUCTURE OF THE ECONOMY 


48. One way of describing the objectives of the next Plan would 
be to compare the structure of production as it is expected to emerge 
at the end of the Plan (1960-61) with that prevailing on the eve of 
the Plan (1955-56). This is done in the present section. 

49. The latest available estimate of India’s national income 
relates to the year 1953-54. At current prices, the national income 
of India in 1953-54 was approximately Rs. 10,600 crores. In order 
to present a picture of the change in the economy over the Second 
Five Year Plan, it is necessary to have an estimate of national 
income for the year 1955-56. Even if we make allowance for the 
fact that national income in 1953-54 was Somewhat unusually high 
on account of favourable monsoons, it is not unreasonable to expect 


that national income over the last two years of the First Plan would 
increase by some 4 per cent. On this basis : 
56 should exceed Rs. 11,000 | 

50. However, ju 
also high. In outli 
the Second Plan, 
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under consideration. For the Second Plan, we have worked out our 
terms of 1952-53 prices in as much as they are nearer to current 
prices than those in any other recent year for which national income 
data are available. 


INDEX OF WHOLESALE PRICES IN INDIA 


(Year ended August 1939 = 100) 


SSS rs 


food indu al semi- manufac- general 
year articles raw ` manufac- tures index 
materials tures 

(1) (2) (3) (4) (5) (6) 
1948-49 445 327 346 376 
1949-50 472 332 347 385 
523 349 354 ° 410 
592 374 401 435 
358 437 344 371 381 
384 467 359 367 395 
Beet 309 431 345 377 364 


51. The national income of India in 1955-56 (at 1952-53 prices) 
may be estimated at Rs. 10,800 crores. With a 5 per cent increase 
per annum it should amount to Rs. 13,700 crores in 1960-61—7.e., 
an increase of Rs. 2,900 crores. This increase is consistent with 
the targets set as supplemented by assumptions about minor sectors 
not included in the targets. 

52. The increase in national income would not be uniform for 
different sectors. The table following illustrates the change in the 
economic structure envisaged for the Second Plan in terms of the 
sectorwise breakdown employed in national income statistics. 

53. It is clear from the table that of the total increase in 
national income (Rs. 2,900 crores) the largest part would still 
be in agriculture and allied pursuits (Rs. 1,060 crores). Factory 
establishments would show an increase in net output of some 
Rs. 550 crores, mines of Rs. 50 crores and small enterprises 
of Rs. 410 crores. The rest of the additional output of about Rs. 
830 crores would be generated in the tertiary” sector. However, 
in relative terms, the increase in income generated would be greater 
in factory establishments (65 per cent), pan (50 per cent), and 
small enterprises (40 per cent) than in agriculture (20 ey cent) 
or in the tertiary sector (23 per cent). On balance, the relative share 
of mines, factories and small enterprises in the national income 
would increase from 17.7 per cent in 1955-56 to 21.4 per cent in 
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1960-61 and that of agriculture would decline correspondingly 
from 48.9 per cent to 46.3 per cent. Thus, despite the relatively 
high targets for industries, the structure of the economy would 
show only a small change over the Second Plan period. 


DOMESTIC PRODUCT OF INDIA 


(at 1952-53 prices) 


products (Rs. abja) per cent of total product 
sector == = z 
s 56 1960-61 1950-51 1955-56 1960-61 
(1) (2) (3) (4) (5) (6) (7) 
I, agriculture & allied 
pursuits 45.2 63.4 49,2 48.9 46.3 
IT. mining Q 0.8 1.5 0.9 0.9 heh 
III. factory establishments 5.8 8.0 13.5 6.3 T~ 9.9 
IV. small enterprises 9.3 10.2 14.3 10.1 9.4 10.4 
V. railways, communica- 
tions, banks, ete. 3.1 3.6 4.7 3.4 3.3 3.4 
VI, other commerce and 
transport 13.4 15.1 18.8 14.6 14.0 13.7 
š: govern- 
8, etc. 14.3 17.3 20.8 15.6 16.0 15.2 
total product 91-9 - 108.0 137.0 100.0 100.0 ~ 100.0 
per capita products (Rs.) 256 282 334 — — = 


54, ‘The classification of domestic product by sectors given above 
does not reveal certain features of the development envisaged for 
the Second Plan. Thus, the development of heavy industries is 
obscured in the total of factory establishments. Similarly, the small 
enterprises sector is not identical with the small industries sector. 
It includes in addition workers employed in construction indus- 
tries, A further breakdown of these sectors can be attempted only 
on rough lines. Thus, although the net output of factory establish- 
menta increases by two-thirds, the output of consumer goods indus- 
tries is expected to increase by some 20 per cent only whereas that 
of producer goods by 150 to 175 per cent. In the case of small 
enterprises, as against a total increase of 40 per cent pin output, 


P of consumer goods is envisaged to increase by one-third, 
of producer goods by 50 per cent and of construction enterprises 
by some 60 per cent. 


55. Similarly, the increase in asri 
iy, f agricultural 3 
comprises a, 15 per cent increase in foodg: a ae 


j rains 25 i T 
other foodstuffs and commercial crops s ericont in 
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56. In short, the structure of production envisaged here is in 
correspondence with the priorities dictated by the basic objectives: 
outlined earlier. Heavy industries received the greatest emphasis; in 
the production of additional manufactured consumer goods, small en- 
terprises get a roughly- equal share with factory establishments; and 
the output in agriculture shows a significant increase of 20 per cent. 

57. The national income “calculations just outlined are based on 
the physical targets described earlier The physical targets them- 
selves were based in most cases on the assumption of a 25 to 27 
per cent increase in national income over five years or a 20 per cent 
increase in total consumption. (Allowance has to be made for 
greater investment.) The structure of the economy in 1960-61 as 
envisaged here, therefore, takes into account the increased expendi- 
ture on different goods and services as national output increase— 
after making allowance for such exchange of domestic goods for 
foreign goods as was implied in the physical targets set. 


IV. Tue PATTERN or EMPLOYMENT 

58. The creation of adequate employment opportunities is one 
of the basic objectives of the Second Plan. Some of the implica- 
tions of this policy have already been set forth earlier. In this sec- 
tion we may consider whether the target of 12 million additional 
persons to be pressed into gainful occupation outside agriculture 
can be realised in terms of the Plan envisaged here. Unfortunately, 
our knowledge of the occupational distribution of the population 
on the eve of the Second Plan can only be based on an extra- 
polation of the picture revealed by the 1951 census. This is not 
very satisfactory; but arough estimate has been attempted to see 
where the additional persons might be absorbed. 

59. In 1950-51, out of the total working force of 143.2 million 
persons, some 103.6 million were employed in agriculture and allied 


Tt is to the remaining 40 million persons—or say 


Occupations. ` ; 3 
` 42 to 43 million by 1955-56—employed in mines, factories, small 
professions and other 


enterprises, trade, transport, communications, 94 > 
salaried employees that some 12 million additional persons have 


to be added in the Second Plan. The likely results of the Plan 


i sor by. sector.. 
outlined above may be analysed sector by. sec ae: 
(1) Mining : nas 8 lakh persons are employed in mines at 


at fis T i P: "eri 
present, With output from mimes increasing by F 50 n an 
in the Second Plan, additional employment in mines ¢ uring 


Plan period may be of the order of 3 to 4 lakhs. 
17 
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(2) Factory establishments : Factory UT a s cad Fa 
< some 30 lakh persons in 1950-51 of which roughly 24 lakhs we = 
consumer goods industries and the Tanay iia producer PPE 
industries. (Total factory employment in 1955-56 may be a l. e 
higher than 30 lakhs.) In the Second Plan tlie net output of TORSE 
produced cónsumer goods is expected to increase by some 20 Per 
cent and of producer goods by 150 to 175 per cent. On this basis, 
additional employment in factories during the Second Plan may 
he of the order of 12 to 14 lakhs. 

(3) Small enterprises: Tn 1950-51, small enterprises employed 
some 115 lakh persons. The term ‘small enterprises’ is, however, 
misleading. In addition to small-scale industries proper, it includes 
those engaged in construction of roads, buildings, irrigation works, 
carpenters, brick-layers ete. ‘This latter category accounted for 
as much as 44 lakh persons out of the total of 115 laklis in small 
enterprises. Among the rest, textiles and tailoring accounted for 
32 lakhs, metal working and mechanical enterprises 12 lakhs and 
food and tobacco industries another 15 lakhs. 

The Second Plan envisages an increase of 
in the net output of small enter 
food industries and 


about 40 per cent 
prises, ranging from 20 per cent in 
25 per cent in leather products to 33 per cent 
in the metal group, 50 per cent in the textile and tailoring group 
and 60 per cent in the construction group. Itis clear that income 
of persons employed in small enterprises is low and several of them 
do not have sufficient work, In this sector, 
ment cannot increase as fast 
ment increases, say by one 
output, this sector would 
during the Second Plan. 


(4) Railways, communications, organized banks and insurance : 
This sector provides employment to roughly 15 | 
51.. The Second Five Year Plan envisages con 
in banking facilities, railways 
employment of 3 to 5 | 
ably be expected, 


therefore, employ- 
as production. Assuming that employ- 
-fourth as against a two-fifths increase in 


absorb about 30 lakh additional persons 


akh persons in 1950- 
siderable expansions 


and communications. Additional 
akh persons here may, therefore, reason- 


(5) Other commerce and transport: 
ployment provider. Some 95 lakh persons were engaged in this 
sector in 1950-51, Nearly two-thirds 
in retail trade, some 6 lakhs in who 
in hotels and restaurants a 
transport, 


This sector is a great em- 


nd about the same number in road 
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If net output of this sector increases by 20 to 25 per cent, as is 
envisaged, additional gainful occupation for some 20 lakh additional 
persons should reasonably be available in this sector. It is arguable 
that we should not rely on trade for additional employment in as 
much as this sector is already, rather large in relation to the total 
size of the economy. However, for the immediate future some 
expansion of employment in trade is to be expected. 

(6) Government administration: In 1950-51, there were 39 
lakh persons employed in Government administration, and additional 
employment in this sector during the Second Plan may be of the 
order of some 5 lakhs. > 

(7) Professions and liberal arts: This is another important 
sector from the point of view of employment. In 1950°51 some 
64 lakh persons were employed in this sector including some 10 lakh 
teachers, 11 to 12 lakh barbers, 12 to 13 lakh dhobis, 7 lakh 
scavengers and 8 lakh medical practitioners and health workers.1 

60. In view of the substantial increase in the expenditure on 
health, sanitation and education envisaged in the Second Plan and 
the increased demand for the services of barbers, dhobis etc., an 
increase in employment by 15 lakhs or more in this sector is not 
unlikely. 

61. To sum up, the additional employment we may count on 
for the Second Plan is as follows?. 


INCREASE IN EMPLOYMENT 
———Fnns—  . 


e in employment 


sector 56 to 1960-61 
(in lakhs) 
(2) (2) 
mines 3 to 4 
factories x n 12 to 14 
small enterprises (including construction workers) 30 
railways, communications, etc. 3 to 4 
other commerce & transport 20 
government administration y =. 5 
professions and liberal arts . 15 to 20 
total 88 to 97 


1 'Phe juxtaposition of barbers and dhobis with teachers and doctors is rather 
curious, but it is retained here in as much as it corresponds to national income 
classification in India. 

2 In view of the particularly urgent problem of urban unemployment among 
the educated middle-classes, we must also indicate how much employment is likely 
to be created for this sector. But it has not been possible to attempt this consider. 


ing the several arbitrary assumptions involved, 
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62. Thus, the foreseeable employment potential of the Plan 
is of the order of 9 to 9.5 million persons absorbed outside agriculture. 
The Second Five Year Plan, therefore, has to be at least as bold as 
the one envisaged in this paper if it is to fulfil the promise of fuller 
employment. Perhaps some one tostwo million persons would 
be added to those engaged in agriculture in any case in view of 
their existing occupations. Again, not all the persons employed 
in agriculture and allied pursuits depend on land. Some additional 
employment among those engaged in fishing, forestry or sheep- 
raising may not be undesirable. 

63. , It should be emphasized, however, that the increase in em- 
ployment envisaged here will demand a great deal of organization, 
besides fiaance and suitable policies. It is clear that small enter- 
prises, for example, which bear the brunt of the employment effort 
will not expand on the scale envisaged without sustained effort. 
Creation of employment opportunities is not a matter of providing 
‘jobs’ and the outcome will depend greatly’ on the response of the 
public. Provision of employment also carries with it the implica- 
tion that training facilities for the type of personnel needed would 
be provided for on the scale required. Again in several sectors 
we have assumed that additional output would mean a more or less 
proportionate increase in employment. This envisages some control 
over excessive rationalization, on concentration of units, and 
on frittering away of higher demand in raising the remunera- 
tion of those already in employment to the detriment of the 
unemployed. The problem of unemployment, as has already been 


emphasized, can hardly be Separated from that of distribution of 
income. 


64. From this point of view, it 
lowing figures about the net outpu 
sectors. The figures must be i 
figures in money terms do not ta 


may be of interest to note the fol- 
t per person employed in different 
nterpreted with caution, Thus, 
res ke into account differences in cost 
of living or of the’ non-economic disabilities and advantages of 
certain occupations or places. Again, net output per Sapinpad 
persons represents the earnings of labour as well as capital 
and does not take Government draft into consideration, ‘The 
differences among sectors are partly the result of diffe om 
capital requirements per unit of output. What is “the 
number of persons gainfully oce Mareen 


upied per household vari 
sector to sector, and the disparities in income oe = 


z occupied 
person do not correspond to disparities : 


in incomes per 


= 
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household!. The occupational distribution envisaged for 1955-26 
and 1960-61 is also largely conjectural. Nonetheless, the table below 
illustrates an important aspect of the Second Plan, It may be 
noted that the distribution of additional output and employment 
in the Second Plan is so designed, by and large, as to raise levels 
of living at lower levels. r 
OCCUPATIONAL PATTERN IN INDIA A 


— s.əsl 
net output per occupied 


working force person (Rs. per year 
(in millions) at 1952-53 prices) 
sector 
1950-51 1955-56 1960-61 1950-51 1955-56 1960-61 
estimated estimated 
(1) (2) (3) (4) (5)? ,, (6) (7) 
1. agriculture and allied 
pursuits 103.6 109.6 111.0 436 482 571 
2. mining and factory < 
ostablishments $ 3.8 4.0 5.7 1,737 2,250 
3. small enterprises 11.5 12.0 15.0 809 850 953 
4. communications, | rail- 
Nene pone ay uae) 1.5 1.6 2.0 2,067 2,250 2,350 
5 © c re 1 ° s Mer 
¿ Sasa eg a 9.5 10.0 12.0 1,410 1,510 1,567 
6. govt, administration, 4 
REC age tee eS 13.3 14.9 17.3 1,075 1,161 1,202 
total 143.2 152.0 163.0 642 710 840 


65. Net output per occupied person increases by only 4 or 5 


per cent in the tertiary sector where it is already high compared 
with the national average. In the case of agriculture and small 
scale industries, the increase is of the order of 20 and 12 per cent 
respectively. Mining and factory establishments also show an 
increase in net output per employed person of some one-sixth, 
This increase reflects, however, the shift in favour of heavy industries 
where large amounts of capital are associated with a comparatively 
small employment of labour. Thus, by and large, the employ- 
ment pattern envisaged here is in keeping with the basic objectives 
of fuller employment and social justice. 


-earners in a household in 1951 was I: 1.4 

jon in rur: reas ' than cultivation; 1: 2.1 

J i re; 1: 1.3 for sroduction in rural areas other re opa 

oy Spree ue for cats ports 1: 1.7 for other services; and l; 1.7 for produc- 
sol ale 


tion other than cultivation in urban areas, 


1 Thus the ratio of earners to non 


CHAPTER THREE 


FINANCIAL RESOURCES FOR THE PLAN 
* * * * : * 


SAVINGS AND INVESTMENTS 
2. If net investment of the order of Rs. 5,600 crores is to be 
realized over the next plan period, savings of the same order must 
be forthcoming, With increased incomes, the volume of savings 
is bound to increase. For initiating a process of higher investment 
and higher incomes by fuller utilization of unemployed and under- 
utilized resources, it is not necessary that savings come first and only 
these are invested later, Credit has to be taken in advance for the 
additional savings that are likely to arise 
ment increase. Some initial credit creation, 
part of a development programme. N 
ments are to be realised without ge 
pressures, the initial credit creation m 
to what savings are likely to be availa 
able policy measures. 


3. An investment programme of Rs, 5,600 er 
Plan cannot be carried through witho 
in the rate of savings in the community. Assuming that sterling 

` balances can be drawn down by some Rs. 100 or 150 crores and 
foreign assistance of the order of Rs. 500 crores is available during 
the Second Plan, domestic Savings of the order of Rs. 5,000 crores 
must be available. The Taxation Enquiry Commission has esti- 
mated that total Savings in India in 1953-54. and total net invest- 
ment (at home and abroad) amounted to some seven per cent of 
national income. Their concept of nev investment is not strictly 


n arriving at the net investmet 
of Rs. 5,600 crores for the Second Plan. Thus 


as incomes and invest- 
therefore, is an essential 
onetheless, if planned invest- 
nerating serious inflationary 
ust be limited with reference 
ble or can be created by suit- 


ores for the Second 
ut a considerable increase 


investment, 
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years of the First Plan. On the other hand, the TEC’s estimate 
of net investment abroad of Rs. 70 crores in 1953:54 must be re- 
garded as rather exceptional. Normally, we should expect a deficit 
in our current balance of payments (not taking credit for donations) 
with the result that the total investment in the country must be 
higher than domestic’ savings. Taking these considerations into 
account, it is reasonable to expect that comparable to the figure 
of Rs. 5,600 cores for the Second Plan, et investment in the country 
in 1955-56 would be of the order of 6.75 per cent of national income 
and corresponding domestic savings of some 6 per cent of national 
income. On this basis, the growth in investment and savings over 
the Second Plan would have to be somewhat as follows : 


GROWTH IN INVESTMENT AND SAVING? 


(Rs. crores) 


— n. . 
2nd 
plan 

195556 1956-57 1957-58 1958-59 1959-60 1960-61 1956-57 
to 
1960-61 


(1) (2) (3) (4) (5) (6) (7) (8) 
(a) national income 10,800 11,300 11,825 12,375 13,000 13,700 62,200 
(b) net investment -730 810 930 1,060 1,300 1,500 5,600 
(e) domestic savings 650 680 800 930 1,170 1,370 4,050 
130 130 . 4130 650 


(d) foreign resources 80 130 130 


4. The phasing over the five years of Da as and investment 
given above is intended to be illustrative. The eserin point is 
that in order to achieve a total investment of Rs. 5,600 crores, the 
rate of investment must increase from 6.75 per cent of panna 
income in 1955-56 to 11 per cent of national income in 1960-61, 
and domestic savings from 6 to 10 per cent over the same period. 
If foreign resources are not available on the a = ae 
the savings effort at home would have to be correspondingly 


ip nm. an inerease in the rate of domestic savings from 
6 per cent in the beginning of the next plan period to pores peni 
by 1960-61 is likely to take place in nospam toa volo y Tecan 
in savings resulting from additional incomes cannot be judged in 


i in savings ris ere is not very large 
advance, The increase in savings envisaged hi y larg 
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jn relation to the rates achieved in other countries. But, consider- 
ing the current low rate of savings and the large margin of unsatis- 
fied needs, it may be assumed that savings of the order required 
would not be forthcoming without special and persistent effort at 
restricting consumption through fiscal and other devices. 

6. In an underdeveloped economy, where there are idle resources, 
increased investment need not imply a reduction in current con- 
sumption. It would, however, imply austerity, that is, preparedness 
vo hold down consumption, especially of luxuries, in the face of rising 
incomes. A check on the consumption of ‘non-essential commo- 
dities, domestic as well as imported, is necessary in order to release 
additional resources for the production of essential goods. Shortages 
of essential goods are dealt with better in this way than by direct 
limitation of consumption. However, if resources released through 
restriction of luxury consumption are not of much use for increas- 
ing the supplies of essential goods, controls over consumption of 
essentials would become unavoidable. The question of controls 
must, in other words, be judged in terms of the particular real re- 
sources, which are in short supply. Foreign exchange resources 
have to be conserved with particular care, in that they can be 
converted into whatever commodities become scarce within the 
country. In the present world situation in regard to food and cotton, 


one can hope that a plan of the magnitude contemplated can be 
seen through without having 


food and cloth. 


7. Up to a point, the emergence of some inflationary pressures 
or a sellers’ market is necessary, since our objective is to push ahead 
as far as possible in the direction of utilizing our resources. Es- 
sentially inflationary pressures—or insufficiency of savings— 
arise as a result of inelastic supplies of goods against which people 
direct their demand. The elasticity of supply is not equally great 
in the case of all commodities. With effort and organization, it- 
can be altered favourably at least in selected sectors 
stop at the first bottleneck in sup ; 
in that sector, e 


to impose controls on necessaries like 


If we are to 
plies for fear of a rise in prices 
ven though supplies in other sectors are elastic to 
some extent, we are likely to stop short of the full potential for 
expansion of the economy. We have to be prepared to ‘tackle’ 
short supplies in some commodities, Whether in doing so we would 
be able to prevent a general and cumulative rise in prices depends 
obviously, upon the measure of shortage and the nal 
efficiency in dealing with it, In an expanding economy the 
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sufficiency of savings cannot be predictedin advance, but since the ° 
overall effort suggested is not excessive and is required for making 
an impact on employment, the practical problem is one of watching 
overall economic trends and of correcting through fiscal and other 
measures any shortage in resources in particular sectors as they arise. 

8. From the stand-point of finding resources for the public sector, 
it is necessary to consider not only the outlay on the Plan but total " 
outlay. Expenditure outside the-Plan has an obvious significance ` 

“to the realistic appraisal of the financing of the Plan. The outlay 
on the Plan in the public sector includes, first of all, all expenditure 
which results in the creation of new capital assets (directly in the 
public or indirectly in the private sector). In addition, it should 
include that part of the current expenditure on spetifics develop- 
mental heads which represents an increase over the level reached 
at the end of the First Plan. This would give a clear idea of the 
‘lift’ we are giving to the developmental effort during the next plan. 
This is the concept which has been kept in mind in this paper in. 
arriving at the plan outlay of Rs. 4,300 crores. 

9. An alternative would be to include all expenditure under 
specified developmental heads in the Plan, leaving out only expendi- 
ture on non-developmental items like Defence and Civil Adminis- 
tration, Although this would inflate the Plan figures, it would 
facilitate a more realistic appraisal of the Plan and its financing 
by ruling out the possibility of shifting of expenditure, as from one- 
sub-category to the other within the broad category of develop- 
mental heads. It would also enable a quicker review of the progress 
under the Plan from the budget itself. On the other hand, by con- 
fining the scope .of the Plan to the schemes deemed more essential 
to further effort, we are better able to scrutinize them. The best 
course under the circumstances would, therefore, be to high-light 
both the total expenditure under specified developmental heads and 
the outlay on the Plan. As a rough approximation, the budgetary 
position of the Centre and the States combined may be outlined 
as in the table on page 138. s 

10. The estimated outlay of the Centre and the State Govern- 
ments combined for 1955-56 is based on the budget proposals for the 
year, as far as possible, and on the revised budget figures for 1954-55. 
However, in view of the difficulties in combining the figures for the 
Centre and the States and in apportioning the development outlay, 
within the Plan and outside the Plan, the estimates must be taken . 
only as roughly indicative of the magnitudes involved. 
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TOTAL GOVERNMENT EXPENDITURE 
(Rs. Crores—estimates) 
—— AS  ————————————— ny 


over second plan 
1955-56 1960-61 1956-57 to 1960-61 


(1) (2) (3) (4) 


1. outside the plan 


(a) non-developmental 625 725 3400 
(b) developmental 220 225 1100 
igual $25 950 4500 

2. on the plan- 600 1100 4300 
ae total _ 1524 2050 8800 


11. Itis assumed that public outlay on the Plan will increase from 
Rs. 600 crores or so in 1955-56 to Rs. 1,100 crores in 1960-61, i.e. 
‘by about 80%, in order to make up a total of Rs. 4,300 crores over 
the plan period. Expenditure outside the Plan is assumed to increase _ 
by 15% over the five years or by Rs. 25 crores every year, ‘The 
total outlay on developmental heads is envisaged to be of the order of 
Rs, 5,400 crores—Rs. 4,300 crores in the Plan, and Rs. 1,100 crores 
outside the Plan. 

12. The question is how a total Government outlay of Rs. 8,800 
crores (Rs. 4,500 crores outside the Plan and Rs. 4,300 crores on 
the Plan) is to be financed. Assuming that the Government takes 
some 8.5 per cent of national income in taxes and in non-tax reve- 
nue as has been the case on an average over the past four or five 
years (7% in taxes and about 1.5 per cent in non-tax revenue) 
the total revenue receipts would amount to above Rs.5,200 crores. 
Borrowing from the public may possibly yield (net) another Rs.1,000 
Crores (about Rs. 600 crores from loans and Rs. 400 crores from small 
savings). Contribution from railways may be put at Rs. 200 crores 
over five years, „The budgetary position of the Govertiient over 
the Second Plan might, therefore, look somewhat as follows : 


expenditure (Rs. crores) 


receipts ; 
1 (Rs. crores) deficit(Rs, crores) 
on revenue account 5,200 


on the plan 4,300 from railways 


outside the plan 4,500 loans from the people 1 Go 
8,800 
6,400 2,400 
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13. As against the gap or deficit of Rs. 2,400 crores, we may 
take credit for some Rs. 400 crores of foreign assistance.*. Over 
the First Plan, foreign assistance utilized in the public sector is likely 
to be of the order of Rs. 250 crores. Thus we are assuming a 60 
per cent increase in the amount of external assistance utilized by 
the public sector. o e 

l4. The remaining gap of Rs. 2,000 crores cannot be filled up 
by deficit financing or creation of money. As a first approximation 
we may assume that such money creation can be resorted to the 
extent of Rs. 1,000 to Rs. 1,200 crores by the Government. Allow- 
ance must also be made for credit creation by banks for the needs 
of the private sector, say Rs. 400 crores or so, bringing total credit 
creation to Rs. 1,400 to Rs. 1,600 crores. A part of this credit 
would be withdrawn from the system as we use up ou? aecumulated 
sterling balances. We made an allowance earlier for a decline in 
our foreign exchange reserves by some Rs. 150 crores. Even then, 
total money supply in the economy might increase by some 
Rs. 1,300 crores during the Second Plan. We have argued earlier 
that credit creation is essential to development and that some price 
rises may well occur in an economy trying to reach to the full limit 
of its resources. In India, a larger money supply will be needed 
as the monetized sector expands relatively to the non-monetized 
sector. Even then, with a 25 to 27 per cent increase in national 
income, an increase in money supply by some Rs. 1,300 crores on 
a base of some Rs. 2,000 crores must be regarded as short of 
the outside limit. 

15. If, then, for the reasons just stated deficit financing by the 
Government must be restricted to some Rs. 1,000 to Rs. 1,200 crores, 
it would be necessary to raise at least Rs. 800 crores by increased 
taxation, or by compulsory borrowings, or through increased profit 
of Government enterprises. In fact, a combination of all these 
will be called for. If additional Government profits are to be raised, 
it might be necessary for the State to enter into the field of trading 
or production of consumer goods. The scope for such expansion 
of State activity into profit-making ventures will have to be carefully 
examined. Alternatively, taxation in the country will have to be 
raised from some 7 per cent of national income to 9 or 10 per cent of 
national income by 1960-61. An increase in taxation from 7 to 


* In addition, foreign assistance of Rs. 100 crores is envisaged for the private 
sector. 
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9 or even 10 per cent of national income cannot be regarded as exces- 
sive if our aim is to have a bolder plan which requires an increase 
in the savings of the community from 6 to 10 per cent of national 
income. Butit should be borne in mind that some tax adjustments 
will be necessary even to maintain the existing level of tax receipts 
at 7 per cent of national income. 

16. The foregoing discussion of the resources for the public 
sector has been in terms of the receipts and expenditures of the Centre 
and the States combined. A survey of the financial position of 
individual States during the Second Plan will have to be prepared 
separately. 


RESOURCES FOR THE PRIVATE SECTOR 

17. Of the total investment of Rs. 2,200 crores in the private 
sector, Rs. 1,100 crores is enyisaged in construction; Rs. 500 crores 
in industry, mining and transport; Rs. 200 crores in agriculture; 
and Rs. 400 crores in working capital in trade and industry and 
in residual items. 

18. The Taxation Enquiry Commission has estimated that net ` 
investment in organized enterprises (public limited and private 
limited companies) and in private transport amounted to Rs. 75 
crores in 1953-54. Correspondingly, corporate savings and new 
subseription to capital of companies together have also been put at 
Rs. 75 crores for that year. This investment is roughly comparable 
to the provision made here for an investment of Rs. 500 crores in 
industries, mining and transport in the private sector for the next 
plan period. An increase in the rate of such investment from 
Rs. 75 crores in 1953-54 to an average of Rs. 100 crores over the 
next plan may be regarded as feasible, particularly in view of the 
larger profits that are likely to arise in organized industries if un- 
utilized capacity is put to full use. The more important problem 
would be to ensure a proper allocation of the investment in the 
private organized sector of industries. Apart from capital issues 
control and export and import controls, a differential tax policy 
might be needed in this context. Where necessary, arrangements 
may be made for loans or planned inzreases in prices for realising 
important investments in this sector, 

19. The requirements of working cap’ 
can be met without much difficulty thr 
We have made allowance for an incre 
in bank credit earlier in arriving at tot 
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nomy. Indeed, with deficit financing of Rs. 1,000 to Rs. 1,200 
crores in the public sector, the problem may well be one of preventing 
excessive bank accommodation.. 

20. Of the net investment in the private sector of Rs. 2,200 
crores, about one-half is envisaged to be in construction. This 
implies private construction activity of the order of Rs. 220 crores 
per year on an average in the next plan period. Private monetized 
construction at present may be estimated at about Rs. 150 to 160, 
crores per year. The source of savings for construction activity T 
cannot be indicated. Nor can it be asserted that the increase in 
construction activity envisaged would, in fact, be realized. If 
aggregate savings are inadequate, there is no knowing where this 
shortage would impinge. As long as investment in the higher 
priority part of the private sector is assured, any sliortfall in the 
availability of resources for other purposes would not seriously 
retard the tempo of development. 


BALANCE OF PAYMENTS 


21. A close analysis of the balance of payments position for the 
Second Plan period has yet to be made. Considering the type 
and structure of our exports, it is doubtful if a large increase in earn- 
ings can be secured, at least in the earlier years of the Plan. In 
the targets indicated earlier, provision has been made for larger 
exports of cotton textile, tea, mica, manganese and some of the newer 
products like sewing machines, electrical goods, ete. However, 
in view of the increasing competition in some export items, it might 
be safe not to assume any significant increase in export earnings. 
The balance would turn mainly on imports. 

22. Of the total investment of Rs. 5,600 crores, about Rs. 
2,500 crores will be of a kind that makes little demand on foreign 
exchange. For the rest, that is, about Rs. 3,000 crores of invest- 
ment in irrigation and power, communications, industries, railways, 
etc., if we assume the imported component at 33 to 40 per cent 
(as a very rough average), the import requirements would work out 
at between Rs. 1,000 and Rs. 1,200 crores. To this we may add 
Rs. 400 crores or so as imports needed for replacement. 

23. Total imports of capital goods over the Second Plan period 
may thus amount to Rs. 1,400 to 1,600 crores. At present, these 
imports are of the order of Rs. 100 crores a year. Since the overall 
external account is more or less in balance, it may be assumed that 
we could finance Rs. 500 crores worth of machinery and equipment 
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imports from current earnings. The problem, then, would be 
to find foreign exchange resources of the order of Rs. 1,000 crores. 
Allowing for a saving of foreign exchange of some Rs. 200 crores 
on petrol, raw cotton, sugar and similar items where domestic 
production is expected to increase, there would still be a problem 
of finding Rs. 800 crores of foreign exchange. The foreign exchange 
assets held by the Reserve Bank can perhaps be drawn down by 
_Rs. 100 to 150 crores during the next plan period (i.e., from the 
- present level of Rs. 730 crores to 550 or 600 crores, after making 
an allowance for a decline of Rs. 30 crores or so in the last year of 
the First Plan). This leaves a balance of Rs. 650-700 crores. If 
Rs. 500 crores of this could be met by way of external assistance, 
there will still be need for economising on imports and for promo- 
tion of exports. Since the reducible element in our imports is 
small, there is a correspondingly greater need for increasing exports. 
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APPENDIX IIT 
THE. SECOND FIVE. YEAR PLAN 


A MEMORANDUM PREPARED BY THE PANEL OF ECONOMISTS,* 
PLANNING COMMISSION 5 


Covering letter dated New Delhi, 10 April, 1955 from Professor D. R. Gadgil, 
Vice-chairman of the Panel of Economists, submitting the Memorandum 
to Shri ©. D. Deshmukh, Chairman of the Panel. 


In submitting the accompanying Memorandum, we would like 
to point out that the time at our disposal did not permit us to make 
an exhaustive study of the numerous papers placed before us both 
by our colleagues and by others nor to have a full and thorough 
discussion of the numerous issues involved. We regard this Memo- 
randum as an interim document, pending fuller study on several 
points we have only briefly touched upon. We hope that we shall 
have occasion later to go into greater detail on some of the items 
included in this Memorandum. In the meanwhile, we have given 
our best possible consideration to the various questions connected 
with the Plan-Frame that we could within the time at our disposal, 
and the Memorandum that accompanies this letter represents the 
broad consensus of opinion reached at our meetings. One of our 
colleagues, Prof. B. R. Shenoy, has differences of opinion on some 
points and proposed to submit a separate note-as soon as possible. 


The Panel of Economists consists of : : ain 

(1) C. D. Deshmukh, Minister of Finance and Member, Planning Commission— 
(Chairman) ; (2) D. R. Gadgil, Director, Gokhale School of Economics & Politics, 
Poona—(Vice-chairman) ; (3) A. K. Das Gupta, Professor of Economics, Banaras 
University ; (4) M. L. Dantwala, Member-Secretary, Research Programmes 


7 7 izati ; 7 ission ; la Krishna, Professor 
mes Evaluation Organization, Planning Commission ; (10) Ba ° 
of Bonomas University of Madras ; (11) D.T. Lakdawala,*Professor of Economics, 


P Monetary Economics, Delhi School of Economics ; (17) V. K. R. V. 
en Delhi School of Economics ; (18) D. S. Savkar, Director of Banking 
Research, Reserve Bank of India, Bombay ; (19) S. R. Sen, Economic æ Statistical 


) 
of Economics & Sociology, University of Bombay ; (22) J. J. Anjaria, Chief, Econo- 
mic Division, Planning Commission—(Secretary). 


BASIC CONSIDERATIONS RELATING 
TO THE PLAN-FRAME 


a The Panel of Economists had its third session on the 8th, 9th and 
10th April to consider the main issues relating to the preparation 


of a plan-frame. The issues grouped themselves under three broad 
heads :— 


(i) size of the Second Five Year Plan; 
(ii) structure and content of the Plan; 


(iii) policy and institutional implications of the plan-frame 
proposed. 


These questions were considered by the Panel in the light of a large 
number of papers — about forty—received from its members and, 
also in the light of the papers prepared by the economists and 
Statisticians in Government and the Reserve Bank and at the 


Indian Statistical Institute, This memorandum sets out the main 
conclusions reached by the Panel on these issues. 
I. Stu or raw PLAN 
2. The Panel subscribes to the view that 
second five-year period is both necessary for dealing with the large 
problems of poverty and unemployment and under-employment 
and feasible in view of the momentum gained during the First Five 
Year Plan. The Second Five Ye 
for a more rapid increase in aggrega 
an advance towards the declared g 
ciety. It is important, in other wo 
balanced progress in the directio 


a bolder plan for the 
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and contribution by all classes of the community and presents a 
much greater challenge of organization and administrative achieve- 
ment. The Panel also wishes to emphasize the fact that clear deci- 
sions on the policy and institutional implications of a bolder plan 
are essential at the very outset if the several objectives and targets 
are to be realized. ; ° 

3. The question of the size of the Plan may be considered with 
reference to the order of increase in national income (or production) 
on the average which should be aimed at during the Second Plan 
period, the employment objectives which should be borne in view 
and the resources which could be available for the financing of the 
Plan. 

4. We consider that the Second Five Year Plan should aim at 
securing an increase in national income of about 25 per sent in the 
course of five years. If allowance is made for favourable monsoons 
the increase in national income during the period of the First Plan 
is likely, on the basis of figures upto 1953-54, to be of the order of 
12 to 13 per cent. The rate of increase proposed to be aimed at 
in the Second Plan period is thus roughly double of that attained 
during the First Plan. We have observed the rates of increase in 
the national income of other countries over different periods and 
consider that, given a determined bid to put forth a maximum 
measure of effort, this rate of increase can be attained. It is clear 
that if such a big advance in the rate of increase of national income 
is to be achieved, a considerable stepping up of the tempo of deve- 
lopment is indispensable. That the higher average rate proposed 
for the Second Plan is, however, not unattainable is indicated by the 
mounting scale of the development effort from year to year, as judged 
by the rate of investment, during the First Plan period. 

5. The rate of increase in national income aimed at is partly 
set by the employment objectives. The’ Planning Commission has 
indicated to the Panel that the Plan must provide for a creation of 
new opportunities for gainful employment for at least the additions 
that will take place to the labour force in the five-year period as 
a result of the increase in population. The minimum new employ- 
ment target must, therefore, be the absorption of 9 to 10 million 
workers. Considering that, in addition, some at least of the exist- 
ing under-employed have to be given fuller employment, the 
employment target of the Plan has, in fact, to be higher. 

6. We may, in this connection, stress a few salient points regard- 
ing the present occupational structure. Agriculture and cottage 
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industries together account for about 75 per cent of the working 
force and carry a large amount of excess manpower. ‘There is; 
therefore, little hope of any substantial absorption of the new in- 
crease in the labour force in these lines. New opportunities of the 
order of 10 or 12 million jobs have thus to be created on a base of 
some 30-40 million of the existing labour force employed in the Secon 
dary and tertiary sectors. The Plan has to provide for substantial 
investment in heavy industry, but such investment is by nature 
cipital-intensive; it cannot absorb large numbers of workers. It 
is not possible in the short period to bring into being a new employ- 
ment structure which would afford stable job opportunities on an 
adequate scale. It is necessary at this stage, therefore, to increase 
the opportunities for revolving employment in construction and 
public works activity and so to plan this activity that it leaves 
behind, through additions to the society’s productive equipment, 
a significant amount of permanent employment. Simultaneously, 
through programmes aimed at maintaining and increasing the 
demand for simpler types of labour-intensive industries, the scope 
for durable employment in the field of industrial production may also 
be expanded, 

7. For raising national income by some 25 percent over the five- 
year period, investment in the economy will have to be stepped 
up from the present level of about 7 per cent of national income to 
about 11 per cent by the end of the next plan period. This is not 
too high a target, but it is fairly ambitious. Tt implies, on an average 
a 50 per cent stepping up of the rate of investment and hence of 
Savings (except to the relatively small extent to which resources 
from abroad can be obtained to supplement domestic savings). 
In terms of the total volume of investment the next Plan would 
have to provide for about double the investment in the First Plan. 
We should like to stress that the effort involved in this increase 
is considerable, and will Strain the economy a very great deal, 

8. We have reviewed broadly in this context the papers placed 
before us by the official economists on estimates of financial resources 
for the Second Plan. The papers bring out clearly the fact that 
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estimates of the likely receipts from public borrowings and smal? 
savings are capable of being realized, with the necessary drive. 

9. We wish to stress in this connection the need for full and speedy 
implementation of the recommendations of the Taxation Enquiry 
Commission for mobilizing the resources needed for development. 
Our present tax structure is not such as to ensure even a proportion- 
ate increase in tax receipts as national income goes up. What. 
is needed, however, is more than this—an increase in the propor: 
tion of national income that becomes available to the public sector. 
The measures recommended by the Taxation Enquiry Commission 
for a widening and deepening of the tax structure have, therefore, 
to be implemented expeditiously, and tax administration has 
to be strengthened to enable it to cope with the aduitional work 
and effectively to minimize evasion. We note, however, that the 
Taxation Enquiry Commission in framing its recommendations, 
proceeded on the assumption of a total size of the next Plan for the 
public sector (viz. Rs. 3,500 crores) which was significantly smaller 
than is now proposed (viz. Rs. 4,300 crores) on a fuller consideration 
of the objectives of increasing production and employment. Even 
if the scope for deficit financing is now assessed somewhat less rigo- 
rously, the higher order of the proposed Plan compared to what 
the Taxation Enquiry Commission assumed indicates the large 
measure of fiscal effort that would be required beyond the recommen- 
dations of the Taxation Enquiry Commission, if significant infla- 
tionary effects are to be avoided. An urgent summary review of 
the measures necessary to step up the tax effort is, therefore, neces- 
sary. When the plan-frame is adopted and a clearer picture is 
available of the extent and composition of the increases in national 
income that are likely to take place, the tax measures that would 
be appropriate to the increase in poduction could be worked out 
more precisely, An analysis of the investment structure of the 
tentative plan-frame to which we refer in more detail in the next 
section of this memorandum, indicates that much of the largest part 
of increase in industrial production would occur in producers’ goods 
and small-scale cottage industries, neither of which would signi- 
ficantly expand the base of existing direct or indirect taxes in the 
period of the Second Plan. Owing to the employment bias of the 
other components of the Plan, too, the largest short term increase 
in incomes would be in the form of wages of workers on construc- 
tion and public works, including irrigation projects, or of agricultural 
producers, This emphasizes the great difficulty of increasing tax 
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proceeds unless a fundamental revision in some current concepts 
that underlie the tax system is accepted. One of these concepts 
relates to the exemption of essentials from the scope of an impor- 
tant part of commodity taxation. When so large a measure of 
effort is necessary to increase the proportion of tax revenues to 
national income, which has remained so obstinately static, one cannot 
escape the logic of the fact that the mass of consumption is by 
the mass of the people. Unless this bears a somewhat higher 
burden of taxation, no perceptible change in the stubborn ratio 
of public revenues to national income can be achieved. We wish 
to endorse, in particular, the recommendation of the Taxation 
Enquiry Commission to the effect that Article 286(3) of the Consti- 
tution may be,amended to remove the present exemption of articles 
“essential to the life of the community” from the scope of State 
sales taxation. Simultaneously, measures to secure a practical 
ceiling on incomes through a Steepening of taxes on income and 
wealth, including estate duties, become an imperative necessity. 
A révision of the price policy of important public enterprises with 
a view to obtaining a larger surplus as a contribution to the resources 
for economic development is similarly required. Besides, the 
general increase in rates of direct and indirect taxation that will 
be involved in the considerable stepping up of tax effort will be 
part of the challenge to administrative efficiency that the big deve- 
lopment effort for putting through the next Plan entails. 


> ! part of 
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11. Deficit financing is thus not necessarily always dangerous; 
it is the timing and magnitude of it that is of crucial importance. 
Deficit financing undertaken while the economy is already under 
inflationary pressure, or in such volume as will rapidly generate 
inflationary effects, has to be avoided. It appears to us that at 
present there is no general inflationary pressure in the economy. 
We do not, therefore, see any danger in undertaking deficit financing 
in a limited measure at the beginning of the Second Five Year Plan 
period. For a year or two, deficit financing at a rate of Rs. 200 
crores or so is safe—and even necessary. But, continuous deficit 
financing on this scale for a number of years is certain to generate 
inflationary pressures. A bolder plan with an emphasis on employ- 
ment and heavy industry has inevitably a large inflatjon potential. 
We should like at this stage to caution against any tendency to 
undue optimism as regards the extent to which the use of deficit 
financing may avoid the awkward necessity of a deliberate endea- 
vour to mobilize resources, as a result of the apparently large budge- 
tary deficits of recent years not having produced adverse conse- 
quences. Firstly, the deficits have not been’as large as originally 
envisaged in budget proposals. Secondly, there has been an un- 
expected—if not entirely adventitious—increase in food-grains 
production. It is impossible to forecast the total national and inter- 
national economic situation at this stage. We cannot, therefore, 
say with certainty that the situation will remain equally favourable 
throughout the Plan period. The undertaking of deficit financing 
may itself change the situation unless counteracted by a rapid pace 
of development or by international conditions, We feel it neces- 
sary to suggest, therefore, that the strictest watch be kept on the 
situation. Any indication that inflationary pressures are develop- 
ing must be met by timely and suitable action to keep it under check. 
We do not suggest that the Plan should be changed immediately be- 
cause some inflationary signs are observed. The immediate step would 
be to take appropriate action to keep inflation in check and have 
elaborate plans ready for the event of a further increase in inflationary 
pressure. These plans may involve imposition of financial and 
physical controls, and if there is no readiness to face this possibility, 
deficit financing would not be safe. It would be equally necessary at 
the same time to re-examine the financial plan to see whether it is 
not possible to increase the resources available to Government in other 
directions. On the whole, we do not recommend deficit financing 
of alarger extent than that indicated by the figure of Rs. 1000 crores 
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-for five years and are of opinion that the situation in this regard 
should be kept under watch and should in any case be re-examined 
at the end of the second year or at the midpoint of the Plan period. 

12. The pattern of investments in the Second Plan indicates 
that a very considerable increase in imports of capital equipment 
and machinery will be necessary. This will undoubtedly entail 
a heavy strain on the balance of payments. Such estimates as are 

available of the foreign exchange financing of the Plan indicate 
that foreign assistance to the tune of over Rs. 600 crores will be 
required for the Plan period, if a draft on foreign reserves is to be 
avoided. In our opinion, foreign reserves should be kept for un- 
foreseen emergencies or as a safeguard against miscarriage of cal- 
culations and not committed to any significant extent in respect 
of planned expenditure. 


IT. STRUCTURE AND CONTENT 


13. We have considered the size of the Plan in the previous 
section and indicated the measure of the effort for mobilizing the 
resources required for the purpose. It is now necessary to examine 
the Plan from the point of view of its structure, the pattern of invest- 
ment it contemplates, the effect it will have on employment, and the 
kind of relationship that it postulates between different sectors 
of the economy for the purpose of securing internal consistency. 

14. Broadly speaking, it is the intention of the Plan to maximize 
employment and capital formation, and increase consumption, 
consistently with the magnitude of the suggested overall increase 
in national income by 25 per cent over the five year period. Ob- 
viously, we want to make the greatest possible impression on unem- 
ployment and under-employment in ¢ 
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that the investment outlay not only leads to the desired increase 
in consumption goods and services, but also to such increases in 
capital goods and services as will not only be consistent with the 
needs of consumption goods industries but also lead to an increase 
in productivity, facilitate the growth of capital equipment from 
domestic resources, and make for an accelerated growth in the out- 
put of consumption goods in subsequent Plan periods. 


15. Let us first take up the question of investment. The ten- Q 


tative Plan-frame ċontemplates an investment outlay of Rs. 5,600 
crores during the five year period together with current expendi- 
ture by Government of Rs. 900 crores on development services, the 
latter figure being exclusive of the level of development expendi- 
ture expected to be reached at the end of the First Plan period. The 
broad pattern of the proposed investment outlay of Rs.%,690 crores 
is visualized as under :— 


ALLOCATION OF NET INVESTMENT IN THE ECONOMY 
— — . 


per- 

rupees centage 

sector crores of total 
(1) (2) (3) 

l. agriculture and community development (including k 

irrigation and flood (control) 950 17.1 
2. power 500 8.9 
3. transport and communications 900 16.1 
4. industries and mining (including small-scale) 1400 25.0 
5. construction (house, ships, schools, hospitals, ete.) 1350 24.0 
< 5 ¢ 
6. stocks and miscellaneous 200 8.9 
total ne 5600 100.0 


16. We are generally in agreement with the investment pattern 
outlined in the preceding table. We are obviously not in a position 
to comment on the technical accuracy of the actual figures given under 
each head of investment; in fact, this cannot be determined except 
through a process of detailed examination at the technical level 
of the individual projects included in the investment outlay and we 
presume this will be done by the Pianning Commission during 
the coming months. But the greater weight that the investment 
pattern assigns to industry and mining has our full approval. 
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17. In saying this, however, we do not want to underestimate 
“the importance of agriculture in our economy. Agriculture will 
for long remain the most important economic actiyity of our people; 
and without an adequate supply of food and raw materials, there 
can be no economic development. But there is no denying the fact 
that the First Plan ‘has laid a solid base for the development of 
agriculture, and while a part of the large increase that has taken 
pplace in agricultural production is due to favourable weather, a 
"part is certainly due to the creation of better facilities for increas- 
ing production. The Second Plan continues the process and is 
designed further to strengthen the agricultural base of the economy. 
But the very development of agriculture beyond a certain stage re- 
quires the development of non-agricultural activities, specially of 
industry,’ not only for providing markets for the increased agri- 
cultural produce but also for providing the supplies of industrial 
consumer goods which alone can provide the incentive for increased 
agricultural production. Moreover, the expansion of agriculture 
needs more equipment and industrial goods ‘ike fertilisers, for which 
larger investments are required in the industrial sector. We would 
therefore emphasize that the greater importance proposed to be 
attached to industry in the Second Plan is not in opposition to 
agriculture but is only a complement to the same designed not only 
to bring about a balanced growth of the economy but also to faci- 
litate the expansion of agriculture and, even more important, to 
reduce the surplus population on land and + 
of those left in agriculture. The econom 
tural base and an industrial base; these 
really complementary, 


aise the level of living 
y needs both an agricul- 
are not in conflict but are 
and, beyond a certain initial stage of deve- 
lopment, the growth of one conditions and facilitates the growth 
of the other. Hence the greater priority assigned to agriculture 
in the First Plan and that proposed to be assigned to industry in 
the Second Plan. d underline the importance 


al production in the Second 


; 3 
BASIC CONSIDERATIONS ON THE PLAN-FRAME 153 
the economy and prevent sudden falls in the pace of its general 
economic development. : 
18. We note that the tentative Plan-frame gives high priority 
to what are known as heavy industries and that consumer goods 
do not figure prominently in the investment pattern. The ex- 
planation for this lies predominantly in the fact that a high capital- 
output ratio is assumed in the case of both factory consumer goods š 
and consumer goods emerging from the small scale and village 
industries sector. In the case of factory consumer goods, the full 
utilization of excess capacity is expected to lead to a considerable 
increase in the volume of output without any significant increase 
in the volume of fixed capital; in the case of non-factory consumer 
goods, labour is more important than capital equipment’ and the 
capital-ouput ratio is expected to be much more favourable than in 
the case of the organized industrial sector. It may be added that 
the investment in consumption goods industries, both factory and 
non-factory, though small in amount as compared with that in the 
so-called heavy industries, is nevertheless designed to bring about 
an increase in output of about 25% (20% in factory consumption 
goods and 33% in non-factory consumption goods) during the Plan 
period. A great deal of special effort will be required to achieve 
this objective, especially in the field of organization; and this is not 
going to be easy. We shall revert to this subject before the end of 
this section. j 
19. The important place assigned to power, transport, and com- 
munications is also a part of the same scheme for bringing about 
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20. The Plan also assigns a great deal of ne -estment in fixed 
the bulk of which is really of the nature © Ad which must be 
Capital for economic and social overeat in the annual 
taken in conjunction with the contemplated p ] services of about 
®xpenditure on social and allied develop meg ie ared with the level 
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Social overheads have a dual purpose; on the oni 
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“investment in human capital and promote an increase in producti- 
vity; on the other hand, they represent an end-product in them- 
selves and bring about a direct addition to consumption services 
and thereby, promote a rise in the level of living, which is after 
all the final objective’of planning. Hence it is that there is always 
a special pressure exerted for stepping up the level of expenditure 

ou social overheads in terms of both investment outlay and current 

expenditure. There is also the further complication in the case 
of our country that the basic levels of remuneration of many of 
those engaged in the supply of social overhead services are below 
reasonable standards and there is therefore strong pressure for using 
available funds for raising these levels rather than using them for 
expanding tHe supplies of these services. There is no simple answer 
to the questions raised by this problem. All that we can say is that 
a certain minimum level of expenditure on social overheads is an 
essential condition for economic development; while further expan- 
sion of this expenditure is a concomitant of che growth of this deve- 
lopment. We may express the same thing in a different way by 
Saying that both investment and expenditure on social services 
must become increasingly important with every successive Plan 
period. For the purposes of the Second Plan period, we are satis- 
fied that the level assigned to this category in the investment pro- 


into account the resources avail- 


nomic development contemplated in the Second Pl; 


an. period is no 
more than a second stag 
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half-way towards it, 
21. It will be noticed that t 
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22. In considering the structure of the Second Plan, it is even 
more important to consider its employment aspect. It needs no. 
saying that our major problem is one of unemployment and under- 
employment. In the urban areas, besides the several lakhs of 
persons seeking employment through the employment exchanges, 
there are others who have not registered themselves; and in addition 
there is a considerable volume of under-employment and disguised 
unemployment prevalent among those who are shown as occupied 
in small industries, trade, and miscellaneous services. In the rural} 
areas, the findings of the Agricultural Labour Enquiry reveal the 
presence of a considerable measure of both unemployment and 
under-employment among agricultural labourers; the same is also 
true of rural artisans and workers engaged in miscellaneous services. 
There is also the undoubted presence of under-employment and 
disguised unemployment revealed by the vast numbers of the so- 


alled earning dependants who, by definition, do not earn enough 
even to sustain their own maintenance. Then there are the culti- 


vators of small and uneconomic holdings among whom there is a 
great deal of disguised unemployment. Among the estimates that 
have been placed before us, the ay A leaving out the 

roblem of disguised unemployment and under 
tne Sno about 34 lakhs of people are wholly EE 
and there is a volume of under-employment equivalent to 49 lak hs 
of man-years, the major portion of the incidence of Bout ee 
found in the rural areas, In addition to all t there is m aa em 
of employment created by the annual additions to the labour force 
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23. Itis expected that a large number of workers will be employed 
in construction, which includes constructional activity of various 
kinds, including those required for both economic and social over- 
heads. There is also some likelihood of increase in the number of 
workers in mining and in the organized as well as the hand sector 
of industry. Employment opportunities, particularly for self- 
employed workers, are expected to grow in the sectors of trade and 
miscellaneous services largely as a result of the increase in economic 
factivity resulting from the Plan, while paid employment for hired 
workers will increase largely in the sphere of public 


administration 
and social services. 


Incidentally, this is also expected to eliminate 
the growing unemployment among the educated classes in the 
country. 

24. The pattern of employment opportunities visualized 
rests to a large extent on the abilit 
labour force in the country, 


above 
y of the system to organize the 
while the achievement of the targets 
set forth in regard to industrial consumption goods rests upon 
the ability to organise the sector of small industries and hand trades 
in the country. Both these involve large problems of organiza- 
tion and unless these are Successfully tackled, it would be difficult 
to implement the Plan either in respect of its employment or its 


investment programme. Too much emphasis cannot therefore 


be laid on the task of reorganization, which is practically the king- 


; and much more attention needs to 
mning than has been done so far. 
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created in the country. Moreover, the incidence of distribution 
of this class is unevenly spread over different parts of the country 
and social justice demands that special attention is directed to what 
may be called the distressed areas in the country as distinguished 
from other areas which are better off, though in absolute terms 
their condition is no matter for satisfactién either. In view of 
these facts, a. suggestion has been made for the organization 
of a National Labour Force, recruited from the classes which at 
present have either little or no income and particularly from those 
areas where the incidence of economic distress is comparatively 
high. 

26. This proposal might be likened in its effect to that of the 
continuous recruitment in the army during war. The agricultural 
labourers, small farmers, etc., are not employed all round the year, 
The experience of war has shown that provided full time employ- 
ment at reasonable rates is available, comparatively large number 
of adult males from such areas can be released full time and are 
fully mobile for empldyment. Tf it is possible to make use of such 
a labour corps in’ particular aspect of the general programme of 
development a number of advantages may arise. ` Firstly, it will 
withdraw significant number from labour in the countryside and 
thus relieve the unemployment and under-employment situation 
in many parts. Secondly, it will create a mobile force which can, 
as in the army, be fully trained in a variety of skills required for 
purposes of the development plan. This training may have an 
important civic aspect also. The labour force may form a reyolv- 
ing body from which suitable recruits can be ‘obtained for new 
and growing scattered townships and centres of industrial and 
other activity. We suggest a careful examination of the proposal 
to organize a National Labour Force. ` 

27. We would emphasize special attention being paid in planning 
of all works programmes to areas which are backward in any way, 
e.g., where communications are poor, climatic or other conditions 
unfavourable, the economy largely unmonetized, agriculture in- 
secure, the standard of living low or which are inhabited by abori- 
gines or other similar classes. These areas not only require the works 
programmes but also specially need the employment opportunities ` 
offered by them. We take it that when this attempt is made at 
deliberately opening or developing the backward tracts the econo- 
mic, cultural or other adverse effects of the process will be guarded 


against in advance. 
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28. Itis also important to provide a positive policy for the stimu- 
lation of additional employment opportunities for self-employed 
persons, particularly in view of the fact that the major portion of 
the additional employment visualized in the Plan is in this field. 
In this connection, we would recommend the development of a 
large number of small towns widely distributed over different parts 
of the country into industrial townships with planned provision 
for small-scale and light industries. Unlike the townships for 
refugees that had been set up without due care for their employ- 
ment potential, the towns proposed for development should be 
selected after the most careful inquiry undertaken by competent 
persons, in each region or locality and after most careful exami- 
nation of the raw materials, markets, and other relevant factors 
in the region. There was a good analogy for this in the trading 
estates that had been set up in England in the post-depression 
period, and they could well be set up in the first instance in the . 
community project areas and National Extension Service blocks. 
Thus, a new link could be established between the rural areas and 
the urban areas, and what is called urbanization would not only | 
increase employment in the country but also add to its regional 
spread, promote regional self-sufficiency, encourage a fruitful inter- 
change between rural and semi-urban areas, and take economic 
development into the regions which need it the most, viz., rural 
India. It must be emphasized, however, that these industrial 
townships in rural India will have to be planned from below and 
cannot come from the top. Planning of small-scale industries, 
consumption goods industries, and processing industries involves 
the intelligent cooperation and participation of many thousands 
of people and can only be undertaken at the district level ; the 
Centre can help with finance and technical aid, 
and the planning must come from the people of 
regions concerned in the country. 

29. Finally, there is the question of the 
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industries and economic overheads ; but also because we want to 
provide more employment opportunities for those who are already 
engaged in the small-scale and cottage industries and find employ- 
ment for the new additions that are being made to the labour force 
every year. Hence the emphasis on small-scale and cottage indus- 
tries in the Second Plan. 

30. The fact remains, however, that these hand industries 
are technically inferior and cannot obviously face unaided thy 
competition of factory industries. At the same time, the needs 
of development with its accent on increased productivity cannot 
be reconciled with a continuance of the present inferior technical 
level of the existing hand trades. It is therefore necessary to have 
a Common Production Programme that’ will provide a secure 
market for the products of these industries and at the same time 
provide for gradual improvement of techniques and skills among 
their workers. Details of such a programme will need careful 
working out, but it can be stated at this stage that there will have 
to be organized on a regional and a national scale cooperative and 
other forms of organization for the supply of raw materials and 
finance and for the marketing of finished products of the workers 
engaged in hand industries. A beginning will also have to be 
made in setting up a special sales organization for these industries. 
At the same time, every attempt will have to be made to set up 
increasingly efficient norms of work, and facilities and incentives 
provided for reaching these norms. All these imply a tremendous 
challenge to the organizational talent of the country ; and on the 
degree of success with which this challenge is met will depend the 
success of the whole scheme of a socialistic pattern of society, with 
employment for all and decentralization and wide distribution 
of both economic activity and economis advantages. We cannot 
emphasize too strongly the important, almost the crucial, place 
which this occupies in the Second Plan. A successful solution 
of this problem together with the setting up of the economic and 
social overheads including heavy industries enyisaged in the Plan 
will make possible much faster and larger development in the next 
Plan period. 

31. To sum up, the structure of the Plan that is visualized for 
the Second Plan period provides for increased capital formation 
and also for increased consumption. It emphasizes the impor- 
tance of economic overheads and heavy industries in creating the 
base for larger and faster economic development in subsequent 
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years. Tt underlines the need for looking after employment and 
Bets out a pattern of decentralized and small-scale economic activity 
that will not only deal with the problem of unemployment and. 
of growing numbers but also with that of creating a socialistic 
pattern of society that can function within a democratic set-up 
and reconcile development and increased productivity with indi- 
vidual initiative and a large and fair field for all small units of eco- 
nomic activity. The structure that we have outlined cannot come 
by itself. Tt needs organization for being brought into existence; 
and in it lies a challenge to the organizational talent of our people. 


IMI. Porrcy AND INSTITUTIONAL IMPLIGATIONS 


32. In this-part of the memorandum we consider the regulatory 
and institutional set-up required to implement the Plan. We 
assume as basic the social philosophy appropriate to Indian federal 
democracy progressing towards a socialistic pattern of society. 
Tn terms of economic organization and activity we interpret this 
as denoting the following salient characteristic. Ina society com- 
posed chiefly of small decentralized units of economic activity 
in which the increase in scale required in any activity is brought 
about chiefly through mutual Cooperation, horizontal and vertical, 
and in which centralization and very large-scale operation are 
resorted to only to the extent necessary to derive appropriate ad- 
vantage from modern technology, the role of the 
the following forms in the main : (i) Central planning, direc- 
tion and conduct of economic activity to the extent necessary for 
rapid economic development and increase of welfare ; (ii) State 
assistance and participation in the formation and conduct of coope- 
rative units ; and (iii) State action to eliminate or to counter the 
effects of the continuance of privilege or the e 
power. 


State assumes 


xercise of monopoly 


33. In considering the exercise of State authority we start with 
the assumption of a continuance of the existing forme of regulation 
and control of economic activity. In the context of this report, 
the most important of these are Capital issue control, the 


Í regulation 
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implementation of the Plan. It is also assumed that legislation will x 
shortly be enacted which will more adequately regulate the acti- 
vities of public companies, and in particular to deal with the prob- 
lem of managing agency and the concentration of economic power 
that it creates in the private sector. 

34. We do not suggest any radical departure from the Industrial 
Policy Declaration of 1948. In fact, the sphere of State activity 
indicated in that resolution will be more fully covered as a result 
of investment in this Plan. It may also be found necessary, during 
the Plan period, to include within the public sector some activities 
closely related to the present declared scope, such as, basic minerals. 
The proper organization of coal production in the country and con- 
servation and utilization of coal resources may also require including 
that industry in the public sector. Similarly, the special importance 
that will now be attached to production of small establishments 
will make it necessary to include not only the generation but also 
the distribution of electric power fully within the public sector. 
While we do not recommend any significant extension of the public 
sector beyond the terms of policy accepted by Government, we 
must make it clear that there is no objection gt wae z such 
extension, In fact, the limiting factor is one o i EME a A 2 PU 
with the administrative burden that would resu ae aes oe 
sion. The cost of compensation may also have r a a 
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amplementing the Plan to extend the scope of the regulatory regime 
in particular directions. Thus confining to hand industries all 
increase in consumption goods during the Second Plan period wall 
make it necessary to extend the operation of licensing legislation 
to include even processing activities: Mhe best way of dealing with 
the situation would be for all State Governments to bring within 
licensing and regulatory legislation such establishments carrying 
“out the processing and preparation of primary products and ths 
production of consumer goods as are. not covered by the existing 
Regulation of Industries Act. 

37. A number of other regulations on consumption goods indus- 
tries will follow from the common production plan for machine 
and hand, inéustries in particular spheres. The division of market 
between machine and hand industry is sought to be maintained, 
today in the case of cloth production by a system of excises and 
subsidies on the one hand and reservation of fields on the other. 
The principle of reservation may not be soseasily applicable to all 
industries and in their case a comparatively stable relation between 
prices of hand and machine products could be maintained only 
through excises and subsidies. There may be doubts whether these 
purely fiscal measures will prove successful and if these doubts 
were justified, other measures may be required to implement 
effectively a common production programme. In any case, the 
organization of increased production through 
require considerable effort in distribution 
and financial assistance to the disper: 
tion and sale of their product. 


hand industry will 
of supplies of technical 
sed producers and the collec- 
This would be largely done through 
cooperatives and as problems encountered will, in part, be similar 
to those dealt with by the Rural Credit Survey Committe in the 
case of agricultural production, the same expedients could be used 
in this case as well. In relation to technical guidance, and pur- 
chase and sale, the problems of cottage industry may, however, 


ill, therefore 
mentioned, very considerable orga: 
period. Any failure in this effort will create a difficult situation. 
On the one hand, there may be shortage of production by hand 


arises, it may be necessary for 
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the State to intervene and to consider the aspas of State trad- 
ing of products. In the initial stages of the organization of this, 
production it may, however, be wiser not to undertake State trading 
in this sphere. 

38. As the spheres common to machine and hand industry 
will cover a large number of consumption goods in general use, 
the prices and supplies of goods over this large sphere will have to 
be constantly under State observation and regulation. In a number, 
of important producers’ goods, such as cement and steel, the existing = 
allocation controls will continue, and price controls could be imposed, 
if necessary. This leaves mainly the prices of agricultural goods 
for consideration. In the present context, the stability of agricul- 
tural prices has special importance. Already+Government have 
announced their intention and readiness to put a floo» to prices of 
some agricultural products. Government’s ability to do this 
effectively depends on their having an operative system which 
extends to all parts of the country. From this point of view, an 
early implementation of the recommendations of the Rural Credit 
Survey Committee regarding warehousing, processing and market- 
ing of agricultural produce is of the utmost importance. It is only 
the setting up of the warehouses etc., recommended by the Com- 
mittee that will put the State in a position to meet emergencies. 
We recommend that the warehousing system should be used by the 
State for purchase and sales of buffer stocks of agricultural commo- 
dities not only for the purpose of dealing with any sharp fall in 
agricultural prices such as we are witnessing today but also with the 
objective of preventing any sharp seasonal fall or rise in prices. 
Need for action in this regard may arise either in all commodities 
all over the country or only in an individual important commodity 
in particular regions. Such a system of buffer stocks will not only 
serve the limited purpose of evening out seasonal fluctuations but 
would come in useful and serve even larger purposes if the occasion 
arises. For example, the system could be put to use in case of an 
adverse monsoon or a sharp inflationary rise in prices. 

39. The Government of India has taken an important policy 
decision recently by its announcement regarding creation of a State 
Bank of India through nationalization of the Imperial Bank and 
certain other States associated banks. We welcome this decision 
and strongly recommend its early implementation in full. It is of 
the utmost importance to bring into existence as early as possible 
a State Bank of India operating over the whole of the country 


164 , PLANNING IN INDIA 2 
at the level envisaged by the Rural Credit Survey Committee. 
- The regulation of activities in the sphere of banking and through 
banks may have considerable importance in the planning effort. 
For this purpose early implementation of the policy announced 
recently is an important and essential step forward. 
40. The’ inevitably increased importance of the public sector 
in economic activity makes the problem of increasing its efficiency 
_ of vital importance to the success of planned development. Though 
it is not correct to say that the efficiency of the public sector today 
is necessarily below that of the private sector, it is clear that in 
itself, it is not too high and further that it could with considerable 
advantage be greatly increased. No definite pattern or organi- 
zation of units in ‘the public sector has yet been evolved in India. 
There is net enough experience in the matter, neither has any 
particular type shown definite success. We have no bias in favour 
of any particular type of organization and feel that considerable 
research and experimentation on the Operation of different types 
of units in the public sector will be extromely worthwhile. The 
experimentation need not be confined to purely public organiza- 
tion but may well be extended to public-cum private organizations 
where the State holds full ultimate control and uses the private 
agency as a partner and as the agency of management. The general 


efficiency of administration is an equally important consideration 
which requires equal attention. 


41. We may draw attention to a d. 
type of mixed economy we have viz., 
the slowest ship may set the pace of 
units may get undue protection. The question of incentives and 


disincentives should be, therefore, very carefully studied and ade- 
quate and effective measures taken. 
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Teachers, doctors, technicians of all kinds are found to be 
in short supply the moment any large expansion is contemplated. 
But even more important is the organizational backwardness. 
This is experienced in every sphere. It is felt in the administrative 
structure, its efficiency and its capacity to carry out additional 
responsibilities; it is experienced in local governmental authorities; 
it is seen in the lack of established and effective pattern for conduct 
of economic activity in the public sector. These difficulties are 
patent today in attempted development along established lines. 
They are felt all the more keenly when orientation of the economy, 
on the now agreed lines of decentralized self-employment or co- 
operative activity is attempted. The manifold advantages of such 
an organization can be reaped only when the large work it involves 
by way of distribution of supplies and collection of product, of storage 
and finance, of technical guidance and administrative supervision 
is efficiently organized and carried out. The creation of such 
organization is an immense national task without whose accomplish- 
ment the proper development of agriculture and rural industry in 
particular will be well-nigh impossible. One of the reasons why 
in our opinion we cannot aim higher today is this lack in many 
directions. One of the most important tasks of the next five year 
plan must, therefore, be to remedy this grave handicap and defect. 
The energies of Government and of all constructive workers in the 
country must be turned in this direction so that at the end of the 
plan period the economy and the society will be in a position to take 
a much greater step forward and to achieve a rate of development’ 
which would not only be bold but spectacular. 

44, We now turn to consideration of policies which are not only 
important for the execution of the Plan but are also important 
as indicating the determination of the State to progress towards 
the socialistic pattern. The first set of policy decisions to be consi- 
dered in this regard are those relating to land reform. The content 
of this programme has by now been fairly clearly determined. Tt 
consists mainly of four measures; consolidation of holdings which 
has an important bearing on productive efficiency in agriculture, 
operation of the ceiling which makes available land for redistribution 
to landless labourers without unduly lowering the size of any unit, 
the floor to holdings which makes it impossible for units smaller 
than of certain size to be cultivated as independent farming units, 
and cooperative farming which would bring in all such uneconomic 
units into farms large enough to be operated efficiently. The 
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content of the land reform programmes has already been announced 
aad has raised wide expectations throughout the country. The 
announcement has also had some adverse effects on the situation 
through the action of landholders, through evictions and the like, 
to safeguard their interests in anticipation of the policy. It appears 
to us of the most urgent importance for, the State Governments all 
over the country to recognise certain basic principles of action in 
regard to all the four constituents of this programme, to formulate 
Gefinite policies of action at as early a stage as possible and to imple- 
ment- them. The best course as well as the most logical, of 
course, is to bring the whole programme into operation simulta- 
neously. The operation of the floor raises, however, certain diffi- 
culties, apart from the practicability of forming quickly an enormous 
number of cooperative farming societies. These difficulties are rela- 
ted to the extent of employment that is available in the economy. 
Similar difficulties however do not attach to that part of the pro- 
gramme that relates to the imposition of a ceiling on holdings and 
the consolidation of scattered holdings. We recommended therefore 
that immediate steps be taken to impose a ceiling on agricultural 
holdings and redistribute the land thus released to landless labourers. 
We also suggest that action be taken in regard to consolidation of 
holdings without delay. As early as possible when enough experi- 
ence has been gained in the countryside regarding operation of other 
cooperative effort and when adequate employment has been gene- 


rated, the other two features of the land reform programme should 
be put into operation. 


45. The operation of the ceiling and redistribution of land to 


the landless will bring about considerable lessening of inequality 
in rural society. The acceptance of the idea of a ceiling on land 
must lead, in our opinion, logically to the acceptance of the parallel 
concept of a ceiling on all personal incomes for the urban and indus- 
trial sectors. This has been already mentioned by the Taxation 
Enquiry Commission and we feel it vital that a policy announcement 
regarding this be made in the Second Five Year Plan of Govern- 
ment. Two other recommenda‘ of the Taxation Enquiry 
Commission we would endorse for iate action towards lessening 


: u a steepening of the estate duties 
and (b) imposition of the Capital Gains tax. 


tions 
immed 


BASIC CONSIDERATIONS ON THE PLAN-FRAME 167 


further, be useful to conduct enquiries into increase of land values 
in urban areas and the spread in values of salaries. Tn case of tlie 
latter, we would recommend the inquiry not to be confined to 
salaries of officials but to embrace within it salaries (and total 
spending power) of individuals in private business also. 

46. Lessening of inequality is a two-fold process. One of its 
aspects is the lowering of unduly large incomes. An equally im- 
portant or, perhaps in the long run the more important, aspect ïs 
that of increasing or making more secure the incomes of the poorest. 
In this connection we would welcome greater progress, wherever 
possible, in the standardization of wages and fuller implementation 
of the Minimum Wages legislation in the country, due regard being 
paid to the effect of wage increases on employment. Both 
should reduce, the total range of differentials in wagé payment. 
It is not possihle at this stage to recommend any general social 
security schemes which would have wide application, or would 
materially lessen insecurity of incomes. We would, however, 
recommend exploration of the possibilities of the State offering 
life insurance schemes wide-spread throughout the country. In 
the absence of measures of social security as such, we must to look 
to the fullest extension of social service expenditure for doing 
something in this behalf. However, if this expenditure is really 
to result in lessening inequalities and in materially improving 
the conditions of the most disadvantaged, special care must be taken 
by the State authorities to see that it is deliberately routed and ad- 
ministered in such a manner that its benefits, in the largest measure, 
go to the poorest, the most disadvantaged and the most insecure 
classes. k 

47. We have dealt so far with some of the policy implications 
of the size and the structure of the Plan, as prescribed in the “Frame” 
for the Sécond Plan period. What we would emphasize in conclu- 
sion is that unless these policy implications are duly considered, 
and rapid and effective action taken thereon, the chances of success- 
fully implementing either the size or the structure of the proposed 
Plan will be seriously jeopardized. Even if the different parts of 
the Plan are fairly well balanced and the size of the effort involved 
is not beyond the country’s capacity, it would be wrong to enter- 
tain optimistic expectations merely on the technical soundness of 
the targets proposed. Besides these targets, there are, initially 
major assumptions regarding the capacity of the country and espe- 
cially of Government to put through the programme as proposed. 
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For these assumptions to materialize a big organizational effort 
will be called for. Planning does not mean merely a programme 
of large investment, especially not when the objective is not merely 
an increase in output but also the creation of a socialistic pattern of 
society. Itis only when there is a firm legislative and administrative 
base that it is possible to think in terms of doubling the rate of pro- 
gress in the Second Plan period, of increasing capital formation, of 
raising levels of living, and providing the machinery for accelerated 
development in the future. We cannot therefore emphasize 
too strongly the importance of facing up boldly and without hesi- 
tation the legislative and administrative implications of a bigger 
and a bolder plan. The Second Five Year Plan is a challenge to the 
nation. It requires effort and substantial efforts at that and on 
a large and organized scale. It requires austerity and restraint 
on the part not only of those whose incomes are high but even of 
those whose incomes are not so high. What is required is a national 
effort and a national effort can be forthcoming only if it is clearly 
visible to the people that there will emerge from if a new and desired 
type of society. Hence it is that we lay so much emphasis on the 


policy implications of the Plan-frame that has been placed before 
us. : 
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In this volume are ‘collected _ 
series “of articles, addresses, ani 
broadcasts by’, Professor P. C 
Mahalanobis spoken or writte: 
on various aspects of planning it 
India in the Course of the last_si; 
OF seven years. -Also included is ¢ 
note, “The Draft Plan-frame” for 
thé Second Five Year Plan, which 
Was submitted tó the Government 
of India in March 1955. In-view 
of the. key role Prime Minister 
Jawaharlal Nehru has’ played in 
the initiation and execution of 
Indian economic Planning, Profes- 


Z Sat Mahalanobis has included ; 
this volume, as an introducto 
Article; a study Of his role in India 


Planning. 


ey 


° ° ¿ 
PLANNING AND STATISTICS IN SOCIALIST COUNTRIES 
o 

C Tey PISAREV AND OTHERS 


Statistics plays ‘2 big part in the economic planning of socialist countries. 
Without its aid planned socialisig@§nstruction is inconceivable. 2 

In this volume which semien papers by scientists from socialist 
countries, viz. Soviet Russia, Poland, Yugoslavig and the German Defio- 
&atic Republic, the mutual relation between socialist planning and socio- 
economic statistics is fully discussed. Fourteen papers from Soviet social 
scientists, I.Y. Pisarev, Yr Rubinstein, V.I. Maniakin, A.I. Ezhov, A.P. 
Strukov and P.M. Moskyin throw light on anning of different sectors of 
Soviet economy. The rest, dealing with problems of planning and statistics in 
Poland, Yugoslavia and the German Democratie Republic are contributed by 
Oskar Lange, Albin Orthaber and Johnnes Rudolph. 


BETTER PLANT UTILIZATION IN INDIA 
Morris J. SOLOMON 


Thissgook, studies the problem of maximum utilization of industrial plants in 
India. The author outlines the various approaches to the problem and dis- 
Cusses the question from the point of view of the individual enterprise. He 
then deals with the role which should be played by government. The social 
and psychological limiting factors to India’s economic development are also 
discussed. ` 

Lack of capital and foreign exchange constitute the greatest o@stacles to 
India’s economic development. The fullest possible use of available capital 
equipment will greatly help to raise industrial productivity. It is to this task 
that the author addresses himself with remarkable sense of facts. i 

The study is a blueprint for action and an invitation to share in the exciting 
task of seeking out fresh patterns of plant utilizations> i 


ESSAYS 5 ON ECONOMIC PLANNING 
= © "© OSKAR LANGE 


This yolume contains» three essays dealing with gproblems gn economic 
planning. The first one is on the fundamentals of e®5nemie planning, the 
remaining two being on the problems of planning in underdeveloped countries, 


Written early in 1955-56, the essays give a systematic account of the ideas 
and methods of economic planning which»existed at that time in’ Poland, 


` the Soviet Union and other socialist courttries, Though many a change has 


taken plage in those countries since then, their experiences are of much value 


to India as ske is committed to the® satisfagtion of- needs of the “people on. ~ > 
° Xh 


_ the basis of a highly developed economy, oo 
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